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ENEMY AIR ATTACK 


In response to many enquiries as to the behaviour of John Tann 
Safes and Strongrooms in the devastating fires caused by Air 
Raids, we quote below a few extracts from the large number of 


appreciative letters which we have received on this subject 


os two John Tann Safes which went through the great London 
“blitz” of Dec. 29/30th, 1940. The larger safe was discovered 
on the ground level(from the 3rd floor) within 2/3 weeks of the 
catastrophe and all our books were in perfect condition internally 
The other, containing important documents and money, was 
found 10 months later and although externally in very bad 
condition —fully exposing the terrible ordeal it had gone through 


the contents were intact~ 


We should like to place on record our appreciation of the service 
rendered by this safe, and. for your information. it has been in 
vur possession for over 35 years and has been involved in two 
serious fires a the result of enemy action during the past five 


months and, on both occasions. the entire contents have been 


saved in useable condition. 


The premises were recently destroyed by enemy actton and in 
spite of the intense heat from the burning building and the fact 
that 300 gallons of Petrol burnt underneath the Strongroom, our 
clients were able to remove the whole of their papers intact.” 


The whole building at our City address was demolished by 
enemy action on 29th December last and all that could be seen in 
the little debris left. after burning for three days, was my safe 

astonishment on opening the safe to find everything 
completely legible and mostly in perfect condition.” 


when Carpenter's Hall was destroyed by a land mine. 
Lhis exploded the gas main and the safes were subjected to 
intense heat. The contents of two other safes, not of your 
manufacture, were reduced to ash, while the Company's Cash 
Books, Ledgers and other valuables contained in the John Tann 


Safe were recovered intact 


JOHN TANN 


LIMITED 
SAFE AND STRONGROOM ENGINEERS 


117 NEWGATE STREET, LONDON, E.C.1 
Established in 1795 
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SIR HARRY CASSIE HOLDEN, Br. 
\ director of the Midland Bank, who has been appointed to the board of the 
Yorkshire Penny Bank in place of the late Mr. Lewis Huth Walters 
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A Banker’s Diary 


IN December, we suggested that the banks might well 
follow the practice adopted by so many public bodies and 
large undertakings of appointing a Public 
Banking ~=Relations Officer, who would be able to 
Information -oply to the ill-informed attacks which are 
so common, and generally help the Press to 
instruct and interest the public in banking and monetary 
matters. It is excellent news that this long-needed step 
has now been taken with the establishment of the Bank- 
ing Information Service under the direction of Mr. A. V. 
Barber. Until recently a partner in Glyn, Mills & Co., 
Mr. Barber will be well known to readers of THE BANKER 
as the writer of many articles on banking matters, 
including bank education, a subject in which he has taken 
a particular interest as a member of the London County 
Council Committee. There is no doubt that Mr. Barber’s 
appointment will be warmly welcomed by the financial 
Press and that his organization will render valuable 
service to the banking system as a whole in helping to 
correct some of the mistaken notions about banks and 
bankers prevalent among wide sections of the public. 


By any criterion, America’s proposed war expenditure of 
$56,000 millions during the current year is a staggering 
total, but its exact significance in terms ol 
American yea] resources cannot be judged unless it 1s 
War Te ~ 

iene known by what methods it is to be financed, 

1 factor which must presumably have been 

taken into acc ‘aid in arriving at the expe nditure figure. 
It is estimated that the employme nt of idle resources, 
overtime working and the attraction of new entrants into 
industry would permit an increase of some $15,000 
millions in aggregate production, and that a further 
$5,000 millions is likely to be released for the war effort by 
disinvestment. The proposed rate of expenditure, how- 
ever, represents an increase of some $38,000 millions over 
the recent level. If the remaining $18,000 millions were 
financed by non-inflationary methods, the total expendi- 
ture would represent probably 51 per cent. out of a total 
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national income of $110 millions, but the probabilities are 
that so huge an expenditure will involve at least $10,000 
millions of inflation. This would reduce the proportion 
of national income to less than 47 per cent. 


In view of America’s entry into the war and the spread of 

hostilities to the Pacific, it seems likely that the accumula- 

tion of sterling by Canada and India will be 

Empire somewhat retarded in future, but the 

Balances repayment of three further India loans for a 

total of around £151 millions emphasizes 

once again the impressive rate at which sterling-area 

balances were piling up during 1941. On the basis of a 

careful review of the position, the Economist puts forward 
the following estimates : 


STERLING FUNDS OF EMPIRE COUNTRIES 


(£ millions) 
Increase Debt Credit 
Latest on Re- Balance 
Country Data Total Year deemed with U.K. 
Canada Oct. 31 147 140 50 1g0 
India .. Dec. 19 210 69 go 159 
Malaya July, 1941 60 37 — 37 
Bae 4. Sept, os 81 15 — 15 
South 
Africa Oct. ™ II 10 30* 40* 
New 
Zealand July, __,, 27 2 — 2 
Australia Sept., _,, 42 —20 — —20 
Total .. - 578 253 170 423 


* Plus amount represented by South African purchases of 
securities in the London market. 


It is pointed out that these figures actually under- 
state the accumulation of sterling balances, since a 
considerable part of Malaya’s exports to the United 
States, for example, have been financed by payment in 
registered sterling. Allowing for this factor and for the 
steady repatriation of South African mining shares, it is 
clear that the financial assistance received from this 
country during the past year easily reached the Budget 
estimate of {500 millions. It may be noted that the 
latest Indian repatriation will raise the amount of 
sterling debt paid off since the beginning of the war to 
around {400 millions, leaving rather less than {£200 
millions outstanding. Thus the loss of sterling invest- 
ments due to the war has actually been roughly double 
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the liquidation of dollar securities, which amounts only to 
$840 millions. Allowing for the loss of gold and dollar 
balances, the reduction in dollar assets has, of course, 
been substantially the greater but it is the repatriation of 
sterling debt which will involve the greater reduction in 
our income from overseas investments. 


WHENEVER the incidence of the calendar has allowed, the 
discount market has for some time past replaced its 
end-December Treasury bill maturities only 
Year-End after the turn of the year, thus passing on to 
Credit the Treasury the task of expanding credit 
Expansion y oe 8 
over the year-end. A similar technique has 
now been adopted by the clearing banks in relation to 
Treasury deposit receipts. In the week to January 3, the 
banks were called upon to provide £40 millions of Trea- 
sury deposits, against nominal maturities of £20 millions, 
and it is understood that transfer of the whole of the 
week’s subscriptions was delayed until the early days of 
January. The Treasury’s need to finance both maturing 
Treasury bills and Treasury deposits over the turn of the 
year helps to explain the exceptionally large jump of 
£75.5 millions in Government securities in the December 
31 return, of which {66 millions represented Ways and 
Means borrowing. Comfortable credit conditions on the 
final day of the year were nevertheless maintained only by 
dint of heavy special purchases of bills, part of which 
must clearly have been for account of the Departments. 


ANALYSIS OF BANK RETURNS 
(£ millions) 


Note Govt. Bankers’ Public 

Circulation Securities Deposits Deposits 
Dec. 24 .. 751.2 165.1 138.2 10.0 
aa 751.7 240.6 219.9 73.2 
mm. FF x 749.8 176.9 155-7 9.6 
743-7 144.6 133.8 6.7 
aI .. 740.7 142.2 120.1 15.0 


As a result of these end-year operations, bankers’ deposits 
were raised to the record level of {219.9 millions, and a 
fortnight later still stood at the comfortable 

Heavy figure of £133.8 millions. Nevertheless, 
— credit in the first half of January was some- 
Exchequer What less abundant than usual at this time 
of year, for in addition to the very heavy 

revenue inflow, the banks have also had to transfer to the 
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Exchequer subscriptions to the new Tax Reserve Certi- 
ficates. Owing to the regrettable decision to publish the 
Tax Certificate figures only monthly, the precise volume 
of funds involved is not yet known. Though Tax Reserve 
subscriptions would presumably be transferred by the 
encashment of Treasury deposit receipts, the general 
strain on their reserve position was sufficient to induce the 
banks to restrict their bill purchases very severely, though 
they have been ready lenders of overnight money. As 
will be seen from the table, the note circulation actually 
showed a further rise in the week after Christmas to its 
latest peak level of {751.7 millions, and the net reflux of 
{10.5 millions in the three weeks to January 2I compares 
with a total of £18.5 millions twelve months earlier. 


In the peak revenue quarter, some reduction in floating 
debt is to be expected even in war-time, but it had been 
assumed that this seasonal contraction 
Cut In would be restricted to Treasury deposit 
a _ receipts. Issues of deposit receipts were, 
in fact, suspended after January I0, even 
though there were nominal maturities of £15 millions in 
the following week, but this still left the Exchequer with 
a surplus of current receipts. Both on January 9 and 
January 16, therefore, the tender bills on offer were under- 
allotted by {£5 millions, while the offer itself was suc- 
cessively reduced from £75 millions to £70 millions and 
then to {65 millions, the level from which it had been 
raised in April last. But for the combination of the 
initial flood of subscriptions to the new Tax Certificates 
with a seasonal peak in revenue, it seems likely that the 
outstanding tender issue would have remained stable at 
the established level of £975 millions, and the reduction in 
the weekly offers is likely to be only temporary. 


IN our last issue, it was suggested that the future of the 
merchant banks may lie in a closer association with 
British industry. An interesting sidelight 
on this view is provided by the 1941 
accounts of Erlangers, Ltd., which show 
an actual rise of {464,000 in acceptances to £2,687,000. 
The report states that this expansion is almost entirely 
due to an increased demand for facilities on the part of 
the bank’s customers in the United Kingdom, practically 
all of whom are engaged on work essential to the war effort. 


Erlangers 
Ltd 
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Japan’s War Economy 


By V. S. Swaminathan 


REMIER TOJO in his broadcast on December 8, 
Pro: declared that “ Japan must expect a long 
war.’’ How is the Japanese Empire placed to face 
a protracted struggle against the A.B.C.D. front ? Since 
the rulers of Japan have been as secretive about releasing 
statistics of production and trade relating to recent years 
as on naval construction, the only way of arriving at an 
estimate of Nippon’s staying power is to take into account 
the economic resources of Japan proper, the Japanese 
Empire, Manchuria, the occupied areas in China, and 
Indo-China and Thailand now dominated by the enemy ; 
her industrial capacity ; the progress of her industrial 
mobilization and her stocks of strategic commodities. 
For over a decade China has been “‘ trading space for 
time,” with the result that the enemy’s gains in China are 
substantial. The occupied zone includes one-fourth of 
the area and 50 per cent. of the population. It is pre- 
dominantly agricultural—producing food crops as well as 
cotton, silk and soya beans—but it contains also one of 
the largest coal reserves in the world. All along the 
enemy has been exploiting these reserves, partly in order 
to secure foreign exchange with which to buy raw mater- 
ials in the world markets, and has already invested over 
yen 1,000 millions in China. Manchuria is an important 
producer of soya beans and many valuable minerals like 
coal, oil shale, magnesite and low-grade iron ores. The 
resources of French Indo-China wipe out Japan’s deficit 
in tin, tungsten, chromium, manganese, spelter, antimony 
and phosphates. So long as she can maintain her sea 
communications, Japan will have access to all the products 
of the Asiatic mainland under her domination. So much 
for Nippon’s gains in Asia proper. 
IRON AND STEEL 
This is a war of machines, and machines and tools of 
war are made of metals and their alloys, and propelled by 
power derived from fuel minerals and hydro-electricity. 
Mr. Churchill placed the scale of Japan’s basic industry 
in due perspective by comparing her steel production 
of less than 7,000,000 tons a year with America’s immense 
output of 90,000,000 tons. At the same time, it must be 
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admitted that Japan’s mineral, metal and power indus- 
tries have made marked progress in the inter-war period. 
The growth of Nippon’s iron and steel industry makes 
impressive reading :— 
(In 1,000 gross tons) 

1913 1929 =: 1936 -1939* = 1940* 
Pig Iron .. 236 1,750 2,809 3,320 2,946 
Raw Steel .. 300 2,100 5,308 6,299 6,339 

* Estimates. 

But less than one-third of her iron ore and one-tenth 
of her iron and steel scrap are derived from domestic 
sources and occupied areas in the mainland. In the six 
years 1934-39 inclusive, the United States exported to 
Japan 8,663,000 gross tons of scrap, and adding pig iron 
and ferro-alloys the figure exceeded 9,420,000 tons from 
which nearly 9,000,000 tons of steel, presumably, was 
made. Nippon’s imports of scrap from other countries 
during the same period amounted to 2,564,000 tons. The 
Japanese iron and steel industry is unique in using 60 to 
70 per cent. scrap charges in making steel, while produc- 
tion of steel has for some years past been about double 
that of pig iron. To bridge the gap, in part, pig iron 
imports from British India averaged 320,000 tons annually 
during the 1935-39 period. Extensive low-grade iron ore 
deposits. are found in Korea and Manchuria but they are 
expensive to smelt. 

The problem of procuring raw materials for this basic 
industry was becoming acute even in 1940 after the export 
licensing provisions on iron and steel scrap of the United 
States eliminated Japan from the market. These pro- 
visions were extended to exports from the Philippines at 
the end of May, 1941. Inasmuch as the bulk of Nippon’s 
iron ore, steel scrap, pig iron, some steel-hardening 
minerals, as well as iron and steel manufactures, origi- 
nate from countries with which she is now at war, her 
iron and steel industry is likely to feel the impact of the 
struggle first. It must be borne in mind, however, that 
despite the embargo Japan’s huge accumulated stocks of 
ore and scrap remove fear of immediate serious shortage. 


ALUMINIUM 

Aluminium and its alloys constitute another group 
indispensable for aircraft production. Here again, the 
country’s rapidly growing light metal output has, for the 





76 THE BANKER 


greater part, been based on bauxite imported from the 
Dutch East Indies, Johore and to a smaller extent Greece 
and the mandated islands of Palao, Ponape and Yap. 
While Nippon’s aluminium production rose from 700 
metric tons in 1934 to an estimated 32,000 tons in 1940, 
her apparent consumption rose even more steeply from 
5,800 to an estimated 45,000 tons. The deficit was made 
up by imports of metal and scrap averaging 27,000 tons 
in 1938 and 1939, Canada accounting for nearly three- 
fifths of the total. In 1940, Japan imported 235,000 tons 
of bauxite from the Dutch East Indies and 59,000 tons 
from Johore. The total number of licenses granted under 
the Light Metals Bill of 1938 for the extension of existing 
plants and erection of new ones should have brought the 
aluminium producing capacity of the Japanese Empire 
up to 80,000 tons last year, though once again the industry 
is dependent on imports or accumulated stocks of raw 
materials. 
COPPER 

Copper is yet another munition metal in which Nippon 
is short, even though Japan is the seventh largest producer 
of copper in the world. Copper imports into Japan rose 
spectacularly from 1,180 tons in 1930 to 146,000 tons in 
1940, of which the United States supplied 109,000 tons. 
Even in 1940, Japan experienced some difficulty in buy- 
ing the metal on the world market, and most foreign 
sources were closed to her by mid-1941. Chile reserved 
the right to suspend contracts with Japan when America 
needed her copper still more urgently tor hemispherical 
defence, and in October, 1940, Canada banned copper 
shipments to Japan. In short, Nippon must now be 
content with her domestic output of copper, amounting 
annually to around 110,000 tons and satisfying only 
filty per cent. of her needs. 


OIL 


Last but not least, oil is the Achilles heel not only of 
Germany and Italy but also of Japan. Nippon’s output 
of crude oil and petroleum substitutes is estimated at 
7,700,000 and 8,200,000 barrels respectively for 1939 and 
1940. The country’s apparent civilian consumption is of 
the order of 25,000,000 barrels. Japan imported 
23,000,000 barrels of crude and refined oil products from 
the United States in 1940, a decrease of 5,000,000 over the 
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previous year. The second important supplier was the 
Dutch East Indies, which shipped to Nippon nearly 
14,000,000 barrels in 1939. 

The agreement concluded between the oil companies 
working the D.E.I. fields and Japan to supply the latter 
nearly 13,000,000 barrels last year lost its effect as from 
July 28, when the Dutch Government froze Japan’s assets 
owing to a clause requiring payment in dollars. In 1941, 
the Anglo-Iranian Company also ceased exporting oil to 
Japan from the British-owned fields in the Middle East. 
Japan has little chance of getting oil from Mexico—the 
only other oil exporter worth mentioning in this connec- 
tion. Japan’s refineries have a capacity for treating 
11,000,000 barrels of crude oil a year, while oil stocks 
accumulated over a period of years by her fighting 
services are reckoned to take care of war-time needs for 
over a year. 


MACHINE TOOLS 


Japan’s machine building and machine-tool industry 
has grown greatly under the fostering care of the Govern- 
ment in the last few years. She is, to-day, nearly self- 
sufficient in rolling stock and most of the textile and 
electrical machinery. It is significant that the country’s 
aircraft industry is more highly developed than its motor 
car industry. The former was placed under a licensing 
system four years ago, and aeroplane manufacturers were 
exempted from income and profit taxes on new under- 
takings. Despite all this, Nippon’s machine tool industry 
is far from adequate to meet domestic needs, and the 
country has all along been a consistently heavy importer 
of American high-production tools. 


CHEMICALS 


As in Germany and Italy, the chemical industry— 
a purveyor of substitutes—holds a key position in Japan’s 
scheme of industrial mobilization. While Nippon’s total 
industrial output was valued at 24,360 million yen in 1939, 
her chemical] industry ranked fourth in importance after 
metals, machinery and machine tools, and textiles, with a 
production value of 4,160 million yen and a labour force 
of 135,000. In 1940, the Explosives Manufacturers’ 
Industrial Association was set up to ensure smooth 
distribution ot glycerol, ammonium nitrate, potassium 
nitrate, borax and other materials necessary for manu- 
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facturing military explosives. Some progress has also 
been made with the production of synthetic fuel, but 
performance has fallen short of the five-year plan which 
envisaged output at the rate of 2,000,000 metric tons 
in the Japanese Empire in 1941. It is unlikely that the 
aggregate capacity of plants building or scheduted for 
completion that year exceeded 500,000 tons. 

The chemical industry is hampered by shortages of 
several basic raw materials—coal, salt, sulphur, certain 
dyestuff intermediates, dyes, drugs and explosives, as 
well as manufacturing equipment. The coal “ bottle- 
neck’ is harassing producers of light metals, calcium 
carbide, synthetic rubber, aluminium sulphate, calcium 
cyanamide, caustic soda and potash. While the domestic 
chemical industry is thus by no means able to supply the 
country’s requirements indefinitely, its output, eked out 
by stocks, may nevertheless meet military needs for 
many months to come. 


SHIPPING 


When Japan embarked on her career of expansion 
beginning with the China War in 1894-95 she grasped the 
significance of a strong navy and an equally adequate 
merchant marine. In mid-1914, Japan’s merchant 
tonnage totalled 1,708,000 tons gross; at the end of 
June, 1939, it was 5,630,000 tons. Thanks to her remote- 
ness from the main theatres of war and the pre-occupation 
of other Allied powers, Nippon reaped a rich harvest 
from the Four Years’ War, and between 1921 and 1926 
she bought foreign merchant tonnage aggregating 
1,500,000 tons. Net receipts from shipping rose from 
100.6 million yen in 1931 to 194 millions in 1936. Japan 
to-day has a very large number of fast ships which can 
carry a heavy armament and make ideal long-distance 
raiders, and she has ample shipbuilding capacity both for 
naval vessels and merchantmen, and repair facilities. 


PRICES 

September, 1939, marked the beginning for Japan of a 
rise in commodity prices, wages and foreign exchange 
rates. Earlier increases in prices occurred chiefly in such 
staples as rice, silk and charcoal. Wholesale prices (Bank 
of Japan figures 1g00=100) rose from 241.2 in December, 
1937, to 314.1 in December, 1939, and declined slightly to 
311.9 in March, 1940. Had there not been effective con- 




















JAPANS WAR ECONOMY 79 


trol by the Government the rise in commodity prices 
would have been even more pronounced. As in other 
countries, a steadily increasing military expenditure has 
automatically expanded the purchasing power of the 
public, especially the working classes, while the simul- 
taneous expansion of war industries and inevitable con- 
traction of peace-time industries has brought about a 
scarcity in the supply of goods for civilian consumption 
in Japan. Nevertheless, the cost of living index (Tokyo 
Wholesale Price, June, 1937100) shows only a gradual 
rise from 130.8 in January, 1940, to 140.4 last July— 
indicating that control measures have hitherto met with 
a measure of success. 


FINANCE 


The estimated Government expenditure for 1941-42 
does not represent more than some forty-three per cent. 
of the national income, reckoned at around yen 30,000 
million. Total expenditure since 1937 does not exceed 
yen 40,000 million :— 

(In Million Yen) 
Revenue Expenditure 
Taxes Sales of 


andother Gov. Bonds Total 
Receipts and Gold Receipts 


1938-39 ie 2,630 5,461 8,091 8,119 
1939-40 .. 3,254 5,652 8,906 8,952 
1940-41... 4,396 5,580 9,976 10,033 
1941-42 ‘ee 5,226 7,979 13,205 13,205 


Funded debt at the end of 1940 exceeded 25,000 
million yen. The response to the Government bond issues 
has been satisfactory. It is the practice in the first in- 
stance for the Bank of Japan to accept the whole issue 
from the Treasury. The Bank then disposes of the 
securities from time to time through the commercial and 
other banks, which experience a steady accumulation 
of deposits as the amounts expended by the Government 
pass into the hands of the public. 


BANK OF JAPAN 
(In million Yen) 


7 Government Bonds 
Note Issues in hand 
1939 (March 18) ne 2,070 3 ca 1,413 
1940 (March 16) ia 2,893 as a 2,218 
1941 (March 15) is 3,821 ba ia 3,606 


1941 (June 30) - 4,247 se - 3,846 
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BANKING 


The returns of the various classes of banks show a 
steady increase in deposits and security holdings. The 
Deposit Bureau of the Government, taking care of postal 
savings, also registers a marked expansion under these 
headings, holding in February, 1941, Government securi- 
ties of yen 7,123 million against deposits of 7,932 millions. 
The mid-1941 returns of the seven leading banks show a 
rising trend in deposits, and also in advances and Govern- 
ment security holdings accompanied, however, by a 
gradual decrease in discounts. 

COMBINED FIGURES OF THE SEVEN LEADING BANKS 
(In Million Yen) 
Deposits Advances Discounts Gov. Bonds 
June, 1940 12,735 6,608 985 3,036 
December, 1940 14,323 7,692 877 3,297 
June, 1941 15,658 8,153 752 4,140 

In Japan, long-term loans on a large scale for land 
improvement, factory building and the purchasing of 
equipment and machinery are made principally by the 
Agricultural Hypothec Bank and the Industrial Mortgage 
Bank. These two semi-Government institutions extend 
accommodation by issuing their own mortgage debentures 
to the extent of several hundred million yen yearly. A 

sill calling for the reorganization of the Bank of Japan as 
the central organ for monetary activities in Greater East 
Asia is being submitted to the present session of the Diet. 
It will enable the Bank to carry out industrial and finan- 
cial transactions hitherto handled by industrial banks, 
and the Bank of Japan will also take over international 
monetary transactions and exchange functions. 

AUTARCHIC POLICY 

As early as the beginning of 1940, Japan’s economic 
structure began to feel the strain of two-and-a-halt years 
of war with China. This was reflected in higher prices, 
shortages of certain essential consumers’ goods, rice, coal, 
charcoal and kerosene, and power for industry, building 
materials, iron and steel for shipbuilding and foreign 
exchange for purchases outside the yen bloc. In 1938 
the United States and the Philippines, the British Empire 
and the Netherlands, including the Dutch East Indies, 
furnished Japan with over 86 per cent. of the materials 
essential for war, the United States accounting for 56 
per cent., the British Empire 20.7 per cent., and the Dutch 
East Indies 8.6 per cent. In November, 1940, an outline 
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of a ten-year plan for self-sufficiency, in economic co- 
operation with Manchuria and China, was announced. 
In the following month, Japan’s economic and political 
life underwent extensive changes to comply with the 
rigorous pattern of a “strong defensive State.’ In 
mid-December a series of Imperial Ordnances extended 
the National Mobilization Law. A plan to establish seven 
new industrial control organizations was approved by the 
Cabinet in accordance with the Key Industries Organi- 
zation Law of last September. 


CONCLUSIONS 


Certain conclusions follow from this brief survey of 
Japan’s war economy and potential. Even before the 
1931 incident, Japan was appropriating an abnormally 
high proportion of the national income for military 
purposes. As in Germany and Italy, her militarist rulers 
decided to invest the country’s available wealth in heavy 
industries and armaments and in stocks of strategic 
commodities like scrap, oil and metals. By dint ot re- 
morseless exploitation of the Japanese labouring masses, 
who passed into the service of large-scale industry as 
feudal serfs rather than as free men, Nippon built up a 
war machine over a period of years. 

Japan has in hand, to-day, armaments, ships and 
planes as well as strategic commodities necessary to last a 
year at least for the long war ot oceans and of the islands 
which must be waged in complete isolation from her Axis 
partners. Her access to fresh supplies of several key 
war materials like oil, rubber, tin ore, bauxite and iron 
ore, depends on the course of the conflict, the complete- 
ness with which the Allies are able to execute a scorched 
earth policy—so successfully pioneered by China and 
emulated by Russia—and the maintenance of the 
enemy’s maritime communications intact. Production 
of armaments and munitions from resources within the 
yen bloc can never offset the loss of supplies from the 
United States, the British Empire and the N.E.I. ; over 
a year ago Japan was already facing the need to close 
down all but the “ priority ’’ industries devoted to the 
production of lethal weapons. None the less it would be 
foolish to rely on the early economic collapse of the 
enemy. On the contrary, with every base and vantage 
point Japan succeeds in securing, the military and supply 
problems tacing the A.B.C.D. front would become 
steadily more formidable. 
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The Banks in 1941 


HAT is the position of the banks in respect of 
liability to E.P.T. ? This is the most interesting 


question thrown up by the results for the past 
year. Twelve months ago, it was possible to point to the 
1940 accounts as a complete refutation of the “ costless 
credit ’’ fallacy. So far from the war-time expansion in 
deposits having been achieved without cost, more than 
the whole of the earnings on the additional resources had 
been absorbed by rising expenses. With an average level 
ot deposits some 11 per cent. higher on the year, profits 
before taxation, so far as they could be estimated from 
the published figures, actually showed a decline of 
£97,000 on the 1939 level. 

Even the 1941 figures should be sufficient to convince 
any unbiassed critic that war finance has not brought the 
banks any sweeping increase in earnings comparable with 
that in most other essential industries—and it can scarcely 
be denied that the banks have played an important part 
in the war effort. Some critics, who would preter for 
political reasons to see the function of creating money, in 
all its forms, exercised directly by the State, would no 
doubt seek to make light of the actual services rendered in 
the finance of the war. It must none the less be remem- 
bered that the process of orderly credit expansion through 
the creation of deposits, which saves us from all the 
cruder forms of inflation through the use of the printing 
press, is made possible only by the unquestioning public 
confidence which the banks themselves have built up 
over a period of years by an unbroken record of soundness 
and stability ; it is pure conjecture to assert that the 
public would display the same confidence in a banking 
system directly controlled by the Government of the day. 
Even if this side ot the banks’ activities be ignored, 
however, the fact remains that in addition to their normal 
work of handling virtually the whole of the community’s 
monetary transactions (in some cases in face of diffi- 
culties due to enemy action), they have also carried out 
a great deal of extra work for account of the Govern- 
ment, such as the administration of exchange control 
and now the conduct of coupon accounts for traders. 

By any criterion, the remuneration for these multi- 
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farious services has been on a moderate scale. In last 
month’s issue it was estimated that an increase of £451 
millions in the average level of deposits in the first eleven 
months of the year was reflected in an expansion of almost 
exactly {5,000,000 in asset earnings, itself equivalent toa 
rate of little more than 1 per cent. on the additional 
deposits. The 1941 accounts conclusively show, as was 
expected, that by far the greater part of these additional 
earnings were swallowed up by rising costs. Though the 
bulk of the expansion has once again been in current 
accounts, deposit accounts in the first eleven months were 
{60 millions higher than in 1940 at {1,078 millions, 
involving additional payments to depositors of at least 
£300,000. But the really substantial increase in expenses 
has occurred in the kind of items enumerated by Mr. F. E. 
Bates in his statement to shareholders, namely grants-in- 
aid to staff to alleviate hardships due to the higher cost 
of living, war damage contributions, insurance and, it 
may be added, allowances to the very substantial propor- 
tion (now around 50 per cent.) of the banks’ pre-war male 
staffs now engaged on national service. 

After meeting these increased expenses, the net rise in 
earnings before tax, as will be seen from the usual 
Financial News estimates reproduced below, seems to 
have been about {1,097,000 on the year and exactly 
{1,000,000 on the 1939 level. 


The following table shows the estimated profits of 
the banks before taxation for the past four years, together 
with the 1929 peak and slump low levels. 


PROFITS BEFORE TAXATION 
({000’s omitted) 
Peak Slump 
1929. 6 “‘ Low” 1938 1939 1940 1941 
£ £ £ £ £ 
Barclays... 2,910 2,070 2,790 2,890 2,790 2,841 
Lloyds bi 3,180 1,920 2,480 2,575 2,540 2,675 
Midland... 3,330 2,690 3,550 3,540 3,550 4,135 
Nat. Provincial 2,310 1,650 2,000 1,977 1,990 2,222 
Westminster 2,700 1,950 2,260 2,390 2,405 2,499 





TOTAL.. 14,430 10,280 13,080 13,372 13,275 14,372 
% of 1929.. 100 71.3 90.6 92.7 91.6 99.6 


Nevertheless, though profits in 1941 were still slightly 
below the 1929 peak, they were undoubtedly above the 
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pre-war level, and the question therefore arises whether 
the banks have already reached the stage of liability to 
E.P.T. Though none of the bank chairmen whose state- 
ments have so far become available have dealt explicitly 
with this point, the impression is that they have not. If 
this is in fact the case, three possible explanations 
present themselves. In the first place it is conceivable, 
though unlikely, that the banks may be eligible for a 
capital standard instead of a profits standard. Although 
the “‘ Big Five ’”’ dividends in 1941 represented about 14 
per cent. of their combined paid-up capital of £78.2 
millions, they represented considerably less than 8 per 
cent. of their combined capital and reserves of £140.2 
millions. If inner reserves were no greater than pub- 
lished reserves, dividends would average less than 6 per 
cent. of the “ real capital ’’ employed in the business. 
While earnings in the pre-war years were substantially 
below boom levels, however, it may be doubted whether 
the banks could establish a claim to be assessed on a 
capital basis. 

The second possibility is that the pre-war profits 
standard is considerably higher than would appear from 
the grossed-up figures. Profits are, of course, struck after 
providing for bad and doubtful debts, and the sweeping 
repayment of advances must enormously have reduced the 
appropriation needed. Since advances have been ex- 
tended on a generous scale to Government contractors 
and expanding industries generally, repayments must 
have been considerably greater than the net decline in 
advances, while the war-time credit expansion will have 
enhanced the liquidity of some doubtful pre-war debtors 
and the advances given tor war purposes should prove 
entirely self liquidating. Finally, there is the possibility 
that, even if 1941 profits were above the pre-war standard, 
there was a shortfall in 1939 and 1940 to be set against 
any such excess before liability to E.P.T. is incurred. 

For the moment, in any case, no confirmation is 
available of the suggestion put forward last month that 
the attainment of E.P.T. standards may account for 
the marked slowing-up in the conversion of Treasury 
deposit receipts (directly or indirectly) into higher- 
yielding investments in the final months of 1941. On the 
contrary, Mr. McKenna suggests that even the present 
abnormal liquidity is not excessive in view of a possible 
reduction in deposits after the war, while Lord 
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Wardington stressed the size of existing investment 
holdings in relation to capital, pointing out that any 
depreciation would now involve considerable sums. 

In the presentation of the profits figures, a welcome 
change this year has been the decision of the National 
Provincial, Martins and Williams Deacon’s, to adopt the 
practice of the remaining banks in showing net profits 
after deduction of tax on the dividend. Admittedly, 
where dividends are shown gross, this gives a better 
indication of the trend of true profits, but even on this 
basis some distortion is caused by changing rates of 
taxation on undistributed profits. In any event, the 
uniformity of treatment is welcome for its own sake, and 
figures compiled on the basis now universally adopted 
have at least the merit of indicating how the actual bank 
shareholder is faring. As will be seen from the table 
below, the three banks mentioned would all have shown 
somewhat higher net profits on the old basis, notwith- 
standing the increase in taxation, and this is true also of 
the Midland Bank. It will be noted that several banks 
have increased their allocations to contingencies reserves. 
In his statement to shareholders of the Midland Bank, 
Mr. McKenna explains that it had been considered 
prudent to strengthen this reserve “‘in view of the 


CLEARING BANK PROFITS AND APPROPRIATIONS 
(£000’s omitted) 
Conti Other 
Net Profits Dividends —, Appro- 
gencies priations* 





1941 | 1940 1941 1940 1941 | 1940] 1941 | 1940 


Barclays .. | 1,353 | 1,526] 1,041 1,198 200 | 150 112 
Lloyds -- | 1,274] 1,384 915 1,033 y 350 | 250 9 
Midland... | 1,969] 1,933 | 1,213 1,455 500 257 
Nat. Prov. .. | 1,0589| 1,698°| 711 15 | 1,422’ 15 | 100 = 247 
Westminster 1,190 | 1,311 777 894 18 — = 413 
Martins sin 5874] 801"} 312 TF: 6247 1: 150 s 125 
District .. 417 446] 260 18 299 184; — _ 158 
National .. 170 176 150 150 20 25 |—0.4 
Wms. Dcn’s 1845} 293°] 117 72 2347 r2h| - — 67 








? Including addition to, or drafts on, carry forward. 

* Amount brought in was raised to £568,727 by inclusion of £38,145 unappro- 
priated profit of the Union Bank of Manchester; of this £546,704 is 
carried forward. 

* After tax on dividend. Figure on previous basis £1,768,739. 

* After tax on dividend. Figure on previous basis £899,251. 

* After tax on dividend. Figure on previous basis £301,357. 

* Before tax on dividend. 

* Gross. 
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inevitable difficulties to be faced in the post-war period,” 
which may be presumed to include the possibility of a 
temporary spell of higher interest rates with the attendant 
paper losses through depreciation in the market value 
of securities. 

The year’s banking trends were analysed in detail last 
month on the basis ‘of the figures for the first eleven 
months. With the publication of the end-year returns, 
the changes for the full year, both on balance and on the 
average, can now be set out as follows. 





CLEARING BANK RETURNS 
(£ millions) 





December Average 12 months 
1941 1940 Change 1941 1940 Change 
Deposits na 3329.2 2,800.0 + 5292 2970.3 2,504.2 + 466.1 
Cash iP i 305.9 324-4 + 41°5 310.9 268.3 + 42.6 
Call Money os 141.3 158.5 — 17°2 134-2 148.4 — 14.2 
Discounts aa 573.3 264.9 — 93°8 210.5 369.3 — 152.8 
T.D.R. “a 758.0 313-5 + 444°5 431.5 72.7 + 358.8 
Investments .. 998.6 771.4 + 227°2 894.4 666.0 + 228.4 
Advances oun $06.7 906.0 — 99°3 857-5 955-4 — 97.9 


It will be seen that on the average, deposits showed a 
further expansion of Ig per cent., following an increase of 
II per cent. in 1940. Though investments have been 
increased very substantially, and now rank easily first 
among banking assets, a large proportion of the additional 
securities have gone merely to offset the loss of advances. 
To an overwhelming extent, the newly-created deposits 


CLEARING BANK LIABILITIES AND ITEMS IN COURSE 
(£ millions) 














( apital and 1} Acceptances, | Cheques and 
Keserves | ests. Aen etc. etc. Balances 
| 
1941 1940 [ 1941 1940 194 1940 | 1941 1940 
seni . nn — : 
Barclays i 27-1 27.1 | 645.2 546.9 I2.9 1§.0 | 27.8 22.7 
Lloyds 4 25.8 25.8 | 581.3 490.8 21.6 20.3 | 32.2 26.8 
Midland ere 27.6 27.6 | 086.0 577.3 14.7 14.1 30.3 22.0 
Nat. Prov. a 18.0 18.0 | 406.2 380.8 12.9 £2.41 196.8 125.3 
Westminster .. 18.6 18.6 | 469.9 410.2 29.3 26.8 | 23.9 18.5 
Coutts .. - PP Se 20 32.5 26.6 1.0 0.8 i 1.0 
Glyn, Milis 1.9 1.9 52.6 46.0 4:0 4.1 2.2 4.2 
Martins. 7.8 7.8 | 157.6 123.3 9.6 8.8 4-4 4-8 
District 6.0 6.0 | 131.1§ 105.4* 3 38 4-8 4.2 
National : 2.9 2, 39-5 36.5 os 8.2 t t 
Wms. Deacon’s 2.9 2.8 62.3 90.0 | £.8 2.2 “4:3 3-8 





* Includes provision for contingencies. 

¢t Not shown separately. 

§ Includes provision for contingencies and also £155,394 on Public Accounts 
in respect of which security has been given. 
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have their counterpart in T.D.R. holdings and other 
liquid items, which now represent 43.1 per cent. of deposits, 
against 37.9 per cent. a year ago and only 29.0 per cent. 
at the end of 1938. This remarkable increase in the 
liquidity of the assets structure is by far the most 
important feature of the year’s banking experience. 

Changes shown by the balance sheets of individual 
banks conform to the general pattern with only minor 
variations. No particular comment is therefore required 
on the appended tables, analysing the various balance- 
sheet items, which may be found useful for purposes of 
reference. 

CLEARING BANK Liguip AssETS 
(£ millions) 





c ash in Money at 
Hand Call 


Discounts T.B.R. 


1941 1940 | 1941 1940 





1941 1940 | 1941 1940 























| 
Barclays .. i 70.6 62.6 | 24.9 25.9 c 40.3 61.8 | 152.0 68.0 
Lloyds ice ele 65-1 57-6 | 21.0 22.3 | 31.4 41.0 | 140.5 65.5 
fidland.. 75-6 69.5 | 22.2 26.1 | 33.5 57-6] 159.0 67.5 
Ni ational Provincial 51-4 42-4 | 19.9 19.4 | 30.6 47.6] 110.0 31.0 
Westminster ee 49-3 45-5 | 22.5 28.7 13-9 34-6 | 109.5 50.0 
Coutts as i.e ff 2a 3-0 4.3 3-5 3.3 5.7 3-5 1.0 
Glyn, Mills + 6.5 6.4 4:9 8.8 7.2 0.9 9-5 3-5 
Martins ee oe 17.6 14.3 8.5 6.1 7.o 4.0 28.0 9.0 
District ee ee 14.2 11.4 a4 98 7.5 9:4 2.0 12.0 
National .. Sci 5-3 4.8 23 9.8 | 2 .f 1.2 0.5 0.5 
Wms. Deacon’s .. 7.0 6.8 6.1 7.6 1.7 2.0 13.5. §.§ 
CLEARING BANKS MAIN EARNING ASSETS 
(£ millions) 
Investments Advances 

ones 1940 aenge 1941 1940 Change 

Barclays .. oe 168.2 121.5 +46.7 174-2 197-3 23.1 
Lloyds... oa 163.1 135-0 +28.1 128.5 140.0 —II.5 
Midland ais 200.1 1560.7 +49.4 169.4 187.8 —18.4 
National Provincial 137-5 114.1 + 23.4 105.3 119.1 —13.8 
Westminster re 145-8 109.8 + 36.0 116.7 134-5 —17.8 
Coutts ae oe 12.6 9.6 + 3.0 8.1 8.4 — 0.3 
Glyn, Mills oe 19.5 15-4 + 4.1 10.1 9:9 —0.2 
Martins .. - 58.9 45-5 +13.4 32.9 38.5 — 5.6 
District “is ana 48.9 23.9 +15.6 24.4 32.5 — 8.1 
National oo 16.3 14.0 + 2.3 16.2 16.9 —0.7 
VYms. De acon 's aie 20.1 14-9 + 5.2 11.7 '2.2 — 0.5 


| 





Once again, the three large discount one are able to 
show very satisfactory profits, practically the whole of 
which must have been derived from bond operations. The 
margin between the clearing bank bill money rate at 1 per 
cent. and the average return on Treasury bills narrowed 
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still further in 1941 to the minute fraction of .006 per 
cent., compared with .028 per cent. in 1940 and .315 per 
cent. in 1939 (when for a short period Bank rate was raised 
to 4 per cent.). Throughout most of the year, the volume 
of bills passing through the market’s hands was sub- 
stantially larger, notwithstanding the further decline in 
the clearing banks’ money market assets. This disparity 
may be explained either by the fact that the market has 
been financing larger portfolios with the aid of additional 
outside money, or alternatively has been turning over a 
larger proportion of its bills to outside quarters. On this 
point the end-year figures throw little light, for at the 
last thirteen tenders of the year, the total market quota 
would seem to have been almost exactly the same as in 
1940 at around {£292 millions, while the rediscount item is 
distorted by the heavy special purchases on the final 
days of the year. 


DiscOUNT MARKET ACCOUNTS 





Deposits, 


Profits ic Investments Bills* 
' 





1941 1940 | 1941 1940 | 1941 1940 | 1941 1940 


(£000's 
omitted) | (£m) (gm) | (£m) (£m) | (£m) (£m) 
Alexanders .. 175t 167¢ | 40.8 37.6 | 18.2 13.6 24.1 25-5 
National - 180 188 50.9 50.0 | 35.2 18.6 | 36.2 32.0 


Union ss 238 230 83.0 64.01 21.9 19.41 54.1 46.5 











* Excluding rediscounts. 
t Dividend shown gross. 

While the movements are not uniform, the three 
houses together show an expansion of £3.7 millions in 
investments to £55.3 millions, and of {10 millions in the 
net bill portfolio to £114.4 millions, though the chairman 
of the National Discount has explained that the apparent 
decline in the investments of that institution reflected 
the transfer to the bills item of securities nearing 
maturity. On the year, it will be seen, the proportion of 
investments to net assets shows very little change at 
31.5 per cent. 
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Bank Deposits and National 


Income 


'N the first year of the war it was clear that the 
[expansion in bank credit was not accompanied by 

anything like a corresponding increase in the effective 
circulation of money and—quite apart from the existence 
of unemployed resources—should not, therefore, be 
regarded as an index of inflationary tendencies. Much 
of the additional credit created during the second year 
of the war is also believed to have lain dormant—the 
new Tax Reserve Certificate, for example, was introduced 
precisely for the purpose of drawing off such idle balances. 
At first sight this assumption may seem to be contradicted 
by the Clearing House returns tor 1941. While the year 
as a whole showed an increase on 1940 of only 7.4 per 
cent., this was the net result of an actual decrease in 
the first half of the year, notwithstanding the expansion 
in bank credit, followed by increases of 16.7 per cent. 
and as much as 29.1 per cent. respectively for the third 
and fourth quarters of the year. 

Thus the clearing figures give the impression of a 
marked and progressive acceleration in the rate of 
turnover of bank deposits in recent months. On examina- 
tion, however, this impression proves to be unfounded, 
being the result of a misleading comparison with the 
final months of 1940, when spending was exceptionally 
depressed by the incidence ot heavy air-attacks and 
other tactors. This will be apparent from the tables 
overleaf, which relate clearings to current accounts and 
total clearing bank deposits. Taking first the annual 
figures, it will be seen that since 1928 the rate of turnover 
of all deposits has steadily declined, on balance, by 
45 per cent., while the turnover of current accounts 
alone has actually been halved. This tendency has been 
accentuated since war began with a decline of 18 pe 
cent. between 1938 and 1941 in the rate of turnover 
all deposits and of 30 per cent. in that of current accoun s 
It should be noted, however, that since 1936 the deposit 
figures have includes those of the District Bank, whic 
would tend to exaggerate the fall in turnover, while 
since the beginning of the war the clearings totals have 
included many items which formerly did not pass through 
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the clearing house, and this would produce an apparent 
rise in the ratio. No great statistical accuracy is there- 
fore claimed for these ratios, but on the whole the 
changes in the basis of the statistics should not greatly 
affect the result. 


TURNOVER OF BANK Deposits SINCE 1928 
Clearings Deposits: Ratio Clearings to: 
Current Current Total 
Accounts Total Accounts Deposits: 
£m. £m. £m. 
1928 .. .. 44,205 954 1,766 46 25 
2629 x. .. 44,897 940 1,800 48 25 
1930 .. .» 43,558 g2I 1,801 47 24 
 — .. 36,236 895 1,760 41 at 
1932 .. «« 32,332 867 1,791 37 
1933... -- 32,138 978 1,953 33 
1934 .. -- 35,484 953 1,880 37 
1935 -- -. 37,560 1,054 1,999 36 
1936... .. 40,617 1,197 2,216 34 
_—_€ .. 42,686 1,233 2,287 35 
16095 . . .. 39,610 1,244 2,277 32 
1939 .. .. 36,642 1,252 2,248 29 
1940 .. .. 40,019 1,487 2,506 27 
1941 .. os (43,022 1,883* 2,970 23 
* December estimated at 2,150. 


In the next table, a similar calculation is made for 
the past four years by quarterly periods. Once again, 
the general picture is that of a steady downward trend, 
though this is interrupted by a sharp rise in the first 
quarter of 1940 and a sharp drop below the trend level 
in the final quarter of that year. It is the combination 
of this exceptional fall with an intervening rise of some 
I5 per cent. in the volume of bank credit that makes 
the clearing figures for the latter half of 1941 appear 
exceptionally high. Throughout 1941, the rate of turn- 
over was in fact appreciably below that in the pre-war 
year 1938, confirming the accepted view that the addi- 
tional credit created since the outbreak of war has been 
considerably less active than pre-war deposits as a 
whole. 

In the past few years, then, there have been consider- 
able fluctuations, superimposed on a steeply declining 
trend, in the transactions-velocity of deposits (which is 
strongly influenced by capital transactions, such as sales 
of securities or the movement of unfinished goods between 
the stages of production). From the point of view of 
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TURNOVER OF BANK DEPosITs, 1938/41, BY QUARTERS 
Clearings* Depositst Ratio Clearings to: 


Current Current Total 
Accounts Total Accounts Deposits 


£m. £m. £{m. 

1938—I.. += 40,792 1,251 2,288 33 18 
II se 96,296 1,231 2,277 31 17 

III -- 39,576 1,246 2,292 32 5 

IV «« 36,836 1,249 2,253 32 18 
1939—I .. 37,664 1,220 2,186 31 17 
II .. 34,616 1,204 2,180 29 16 
HII... )=— 35,952 1,251 2,254 29 16 

IV .. 38,336 1,333 2,371 29 16 
1940—I -- 45,044 1,258 2,380 36 19 
= «. on 1,392 2,412 30 17 

III .. 36,844 1,507 2,511 24 15 
IV... 35,956 1,692 2,741 21 13 
1941—I__.. = 41,492 1,718 2,743 24 15 
II .. 41,116 1,809 2,866 23 14 

III s. 43,012 1,933 3,034 22 14 
IV... 46,424 2,076 3,238 23 15 

* Annual rate. + Quarterly averages. 


inflation, however, the significant ratio is income-velocity, 
and on this subject Professor Pigou has some interesting 
things to say in the current Economic Journal. For some 
time, Professor Pigou points out, “‘ the money income of 
this country has stood at about twice the amount of the 
money stock,’”’ and reasons are given for believing that 
the war-time factors tending towards an increase or 
reduction in the amount of real value held in the form of 
money balances have so far about cancelled each other 
out. But if this is so “‘ money income for six months and 
money stock are equal,’’ and it becomes possible to use the 
figures of bank deposits as an approximate index of 
national income. 

Thus Professor Pigou points out that the White Paper 
makes the national income of 1940 1.26 times that ot 
1938 ; and that of the second six months of 1940, 1.08 
times that of the first six months. “ There is a very 
striking accord between these figures and the figures for 
the deposits of the nine clearing banks. The average 
monthly amount of these in 1940 was 1.24 times the 
corresponding amount in 1938; while the average 
monthly amount for the second half of 1940 was I.0g 
times that of the first half. It is not unreasonable, there- 
fore, to infer that there has up to date been a war-time 
expansion of money income of the order of 30 per cent. 
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In the first paragraph of this paper I guessed that war- 
time expansion of income-earning activity to have been 
between Io and 15 per cent. If this is correct, war-time 
inflation, as here defined (August, 1941), is of the order of 
20 per cent.—a figure consonant with Mr. Bevin’s state- 
ment that rates of money wages on the average rose some 
21 per cent. between September, 1939, and July, 1941.’ 
And an inflation of this mild degre e “‘is certainly not a 
serious evil. If—and it is an important if—we continue 
in this field to do as well as we have done hitherto, the 
Chancellor of the Exchequer and his collaborators will 
have no reason to be dissatisfied.” 

Though it must be agreed that we have so far avoided 
runaway inflation, both this complacent conclusion and 
the analysis on which it is based call for some comment. 
In the first place, most people would prefer to define 
inflation in terms of the relation between the demand for 
and supply of consumption goods. On Professor Pigou’s 
definition, an increase in incomes would give rise to no 
inflation provided there were a corresponding increase in 
aggregate production, even though the whole of the 
additional output took the form of war production, the 
supply of consumption goods remaining unchanged. Yet 
the whole basis of Mr. Keynes’ compulsory savings plan, 
for example, was the need to withdraw additional 
incomes created by the war, even though there was no 
immediate need actually to reduce aggregate real con- 
sumption, if inflation was to be avoided. 

Secondly, Professor Pigou’s own formula gives con- 
siderably less reassuring results if the analysis is extended 
to the second half of 1941. Indeed, Professor Pigou 
himself interjects a footnote suggesting that the accelera- 
ted rise in deposits between june and September is 
‘prima facie somewhat disquieting, but there may be 
special explanations.’’ Between the first and second 
halves of the year the rise in deposits was roughly 11 per 
cent. A rise in money stock at this rate would indicate a 
rise of some 50 per cent. in money income over 2 years and 
of around 123 per cent. in 4 years. This is already 
high up in the range of expansion which Professor Pigou 
would regard as saie.* But in addition it is necessary to 
take into account a rise of around {100 millions in the 
note circulation, a factor which could be neglected in 
the earlier periods. In the past six months, the money 
stock as a whole has been expanding at an annual rate of 
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some {800 millions. In other words, the Government has 
been covering from one-fifth to one-quarter of its require- 
ments by the creation of new money—a position which, 
on Professor Pigou’s formula, would involve a real danger 
of “‘ galloping ”’ inflation. 

Fortunately, there are reasons for believing that this 
conclusion would be over-pessimistic. On the one hand, 
price control and rationing have now been carried far 
enough to make it difficult for any inflation to gallop. On 
the other hand, the income-velocity of deposits does not 
seem to be quite so rigidly constant as the analysis 
assumes. Thus the White Paper national income for 
1938 is equivalent to only 1.94 times clearing bank 
deposits, whereas the corresponding figure for 1940 is 
2.23. Even a comparatively small variation of this order 
would make it most dangerous to use deposits as an index 
of national income in the short period. 


* If the Government finds it necessary to maintain control con- 
tinuously over some defined fraction of the productive resources of 
the country through the creation of new money, the amount of money 
created in successive periods must become progressively larger. Thus, 
if in an extreme case this fraction were one-half, money income would 
have to be doubled every six months, standing after two years of war 
at 16 times, and after four years at 256 times, the original amount. 
Assuming the Government needs altogether 60 per cent. of the 
country’s productive resources, the following table shows the effect on 
real income if various proportions of Government expenditure are 
financed by creations of new money : 

Proportion of expenditure Increase in income after: 

financed by new money 2 years 4 years 

% % 

$ i ds ais ay 310 1670 

é = i cs 140 480 

FS ee ie es “a 50 130 

v3 20 50 

10 20 
Thus the ro ‘could 1 raise, say, 8 per cent. of its requirements 
against new money without raising money income by more than 
20 per cent. in two years and 50 per cent. in four. If the proportion 
rises to only 16 per cent., however, the increase in income after 
four years is as much as 130 per cent. Thus there is a critical point 
at around 12-15 per cent. of total requirements which cannot be 
exceeded without incurring some danger. Professor Pigou suggests 
that there is no risk of a price inflation beginning to gallop with a 
rise of 50 per cent. in income in two years and Ioo per cent. in four, 
but a doubling of income in two years or a quadrupling in four would 

be dangerous. 
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Banking in the Post-War World 
By Paul Einzig 


HAT will be the role of the banking system in 

the post-war world? It is a question which 

should already be under close consideration. There 
are two extreme schools of thought. According to the 
one, banking activity will return to normal—by which 
it is meant that, subject to the requirements of the 
transition period or reconstruction period, it will return 
more or less to pre-1939 conditions. According to the 
other extreme school, in the post-war system of planning 
on a national and international scale, the financing of 
production will be mainly in the hands of the authorities 
who are in charge of planning production, and the 
banking system in the pre-war sense of the term will in 
consequence lose most of its functions. 

The truth will probably lie somewhere between these 
two extremes. It is easy to envisage far-reaching changes 
compared with the pre-war system, but no one is at 
present in a position to foresee how fundamental these 
changes will be. The signatories of the Atlantic Charter 
have fairly definitely committed themselves to drastic 
changes in the economic as well as in the politic al sphere, 
by pledging themselves to bring about “the fullest 
collaboration between all nations in the ec onomic field,” 
and by setting up “‘ freedom from want ”’ as one of their 
war aims. 

While we have no means of knowing at the present 
stage exactly how the Governments concerned will set 
about achieving these aims, we have a fair idea how they 
will not proceed. It is reasonably certain that the lessons 
of the post-war chaos that followed the end of the last 
war will be remembered. A premature return to un- 
fettered individualism would mean a repetition of the 
experiences of the period between the two wars, with 
its currency fluctuations, booms and slumps, unemploy- 
ment and the waste of products which had to be destroyed 
for lack of purchasing power—all on an even vaster 
svale than during the twenties and thirties. For in the 
meantime the forces making for disequilibrium have 
increased immensely. 
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The result of de-control would be sweeping inflation 
and currency chaos. Any attempt at regulating money 
policy and economic policy on the old principles would 
entail drastic credit restrictions and wholesale unemploy- 
ment. All that is simply inconceivable. It will be one 
of the supreme tasks of the statesmen to elaborate a 
system during the war, and have it adopted at the Peace 
Conference, through which the evil consequences of an 
unplanned economy could be eliminated, or at any rate 
materially reduced. Beyond doubt, economists will play 
a much more important part in the next Peace Conference 
than they did in the last Peace Conference. Indeed, they 
could hardly play a less important part. At the Paris 
Peace Conference there was only one important economist 
and even he resigned before the Conference was over. 
The Peace Treaty was entirely the work of the politicians. 
On the next occasion, too, the politicians will have the 
last word, but there is every reason to believe that, with 
regard to economic matters, they may be guided by 
economists to a high degree. The actual system which 
emerges is likely to be a compromise between various 
economic peace plans, in which scientific doctrine will 
be blended with political empiricism. 

Many people hope, or fear, according to the point 
of view, that the Peace Conference will produce a United 
States of Europe or even a World Union with no trade 
barriers and with a single currency. It does not 
seem reasonable to suppose, however, that the reforming 
zeal of the peace makers will take them such a distance. 
Any attempt at establishing a single currency as 
the basis of a peace-time system might easily lead to 
the ending of the whole system of collaboration. The 
chances are that it will not even be attempted. Countries 
would still retain their individual currencies. Even 
though their international trade would in all probability 
be financed largely through Exchange Clearings, there 
would thus be some scope left for International ‘Banking 
operations. It would be idle to expect, however, a 
return to pre-war conditions in this respect. 

As for the internal economic system, it would have 
to be based on the principle of freedom from want, 
which means, of course, a high degree of planning. It is 
outside the scope of this article to attempt any estimate 
of how the system is likely to work. Nevertheless, it 
seems certain that it will be a compromise between 
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planning and individual initiative. To a large extent, 
production will be planned by a central authority. It 
will be executed, however, by a large number of individual 
producers. Who will finance these producers? There 
is no reason why they should not be financed by their 
banks as in the past. After all, during the war, when 
the greater part of producers are working on Government 
account, the banks continue to finance their customers 
engaged on Government contracts. 

In the post-war world, as in the pre-war world, 
bankers will be in a position to fulfil a useful part. 
To that end, however, it is essential for them to adapt 
their mentality to changing conditions. They must 
realize that they cannot put the clock back to 1939. 
Those who refuse to realize this and who rigidly insist 
on the restoration of the old conditions do a grave 
disservice to the banking community. Fortunately, there 
are many progressive bankers who realize the signs of 
the times and who are prepared to adapt themselves 
to the new role the banking system is called upon to 
play in the post-war world. 

It is to the interest of these progressive bankers and 
to the whole banking community that the part to be 
played by banks in the post-war world should be debated 
and examined adequately by some representative body 
of the banking community. Post-war planning should not 
be dismissed as being outside the realm of practical 
bankers. Various political parties in this country are 
at present actively engaged in elaborating schemes of 
post-war systems. They do not hesitate to formulate 
their views about post-war banking. It can hardly 
operate to the advantage of bankers if they do not 
take up these matters, which concern them so closely 
and vitally, while the problem is still in the discussion 
stage. If at the time of the Peace Conference everyone 
but the bankers were to produce plans about the fate 
of banking after the war, bankers would have their work 
cut out in trying to make their views felt on the basis 
of hastily improvised plans. Although many individual 
bankers readily state their opinion on post-war banking, 
this does not do away with the necessity for a plan to 
be produced by the representative body. It is hoped 
that the majority of bankers will realize the necessity 
of elaborating in good time a scheme of post-war 
banking. 








97 


The Federal Reserve System 


INCE the beginning of 1940, the purely factual infor- 
GS 2ation given in the monthly Federal Reserve Bulletin 

has been supplemented by signed articles on banking 
and monetary subjects written by the leading officers of 
the System. There is no doubt that these articles must 
have played a valuable part in informing and educating 
American public opinion on banking questions. The 
Federal Reserve Board has now carried its enterprising 
policy yet a stage further by the issue of a special volume 
entitled ‘‘ Banking Studies,” comprising 17 papers by the 
members of the Board’s staff. 

Taken together, these essays provide an up-to-date 
and authoritative survey of the American banking and 
monetary system. Some of the salient statistical and 
other information is reproduced in the following 
pages. In general, the matter is given verbatim, 
but where necessary it has been edited for purposes of 
condensed presentation. Many of the tables have been 
abbreviated and at some points explanatory comment is 
added between brackets. The price of the ‘‘Studies”’ 
(an admirably produced book of some 500 pages) is 
$1.50 for single copies, and 75 cents for group purchases 
of 10 or more. 

THE AMERICAN BANKING STRUCTURE 

The American banking structure is composed of 
15,000 banks. The banks are chiefly small, locally- 
owned institutions, with no branches. Some of them, 
however, are quite large, and a few have numerous 
branches, the total number of branches being 3,600. 

About a third of the banks are Federal chartered 
(i.e., national banks), but go per cent. of all banks are 
under some degree of Federal supervision because of 
membership in the Federal Reserve System or participa- 
tion in Federal deposit insurance. Insured banks com- 
prise all national banks, all other member banks of the 
Federal Reserve System, and the great majority of non- 
member banks. Approximately 42 per cent. of all banks 
in the country are members of the Federal Reserve 
System, and they hold 72 per cent. of the deposits of all 
banks. 

Approximately two-thirds of the commercial banks 
have deposits of less than $1,000,000 each. Over 3,000 
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have deposits of less than $250,000 each. Three banks 
have deposits of between 2 and 3 billion dollars. In 
December, 1939, there were 133 incorporated commercial 
banks with deposits of 50 million dollars or more. They 
held 58 per cent. of the deposits in all commercial banks. 

{Since 1920, the number of banks has been more than 
halved, as will be seen from the following chart :] 


COMMERCIAL BANKS IN THE UNITED STATES 





1830 1840 1850 1860 1870 1880 1890 1900 1910 1920 1930 1940 


Over one-half of the 18,000 commercial banking offices 
(banks plus branches) are located in places with popula- 
tions of 2,500 or less. About 8 per cent. are located in 
places with a population of 500,000 or more. Relatively 
many more non-member banks than member banks are 
located in the small towns and cities. 


SUPERVISION OF MEMBER BANKS 

No bank, national or State, that is a member of the 
Federal Reserve System, can operate except under a 
revocable licence issued by the Secretary of the Treasury. 
Although authorized to examine all member banks, the 
Federal Reserve banks in practice examine only State 
member banks, since the Comptroller of the Currency 
(whose office is a Bureau of the Treasury) is directly 
charged by law with the responsibility of examining 
national banks. The Investment Securities Regulation 
issued by the Comptroller of the Currency is applicable to 
all member banks, State as well as national. 
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Created in 1933 to provide deposit insurance, the 
Federal Deposit Insurance Corporation also has super- 
visory functions, while the Reconstruction Finance 
Corporation has acquired certain supervisory or quasi- 
supervisory powers over the banks in which it has a 
capital investment. In practice, the Corporation seldom 
examines banks itself, but reviews reports of examinations 
made by the respective Federal agencies of banks in which 
the Corporation is interested. 

An important phase of examination procedure is the 
appraisal by supervising agencies of the assets of banks. 
The importance of such appraisals has greatly increased 
with the decline in the ratio of capital to liabilities. In 
1875 approximately 34 per cent. of the total resources of 
all commercial banks was furnished by the capital 
accounts. By 1900 the figure had dropped to 20 per cent., 
and by 1925 to 12 per cent. At the end of 1939, capital 
accounts amounted to but slightly more than ro per cent. 
of the resources of all commercial banks. 


BRANCH BANKING 


The right of a bank to have more than one place of 
business is subject to many restrictions under Federal and 
State laws. Federal law concerning branch banking 
defers to State law in some important respects but is more 
restrictive in others. The present situation is the result 
of repeated attempts by authorities to eliminate, and no 
doubt in some cases to retain or acquire, the competitive 
advantages accruing to institutions operating under 
different banking conditions and different banking laws 
within the same State. 

In recent years, however, the gradual moderation of 
State and Federal restrictions on branch banking has been 
conducive to considerable growth, while the depression 
of the 1930’s gave rise to a number of branches in areas 
where banking services had been curtailed by failures. 
Hence the banking system, although primarily composed 
of single-office banks, includes three types of multiple 
office banking. Branch banking, the earliest type to 
appear, accounts for more banking offices and deposits 
than either of the two other types, namely chain banking 
and group banking. 

Group banking is regarded as that form of multiple 
office banking in which independently incorporated banks 
are controlled directly or indirectly by a corporation, 
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business trust, association, or similar organization. 
Except as a special type of banking structure, chain 
banking is of but little importance. 

Branch, chain, and group banking combined account 
for less than 12 per cent. of the commercial banks in the 
United States and, including branches, for about 29 per 
cent. of the banking offices. 

Over 20 per cent. of all banks are national banks and 
they operate about 44 per cent. of all branches. State 
member banks account for only 18 per cent. of the banks 
with branches and 29 per cent. of the branches, a large 
proportion of the latter being located in head-office cities. 
Insured non-member banks comprise nearly 60 per cent. 
of all banks with branches but operate only 26 per cent. of 
all branches. 


GOLD AND BANK RESERVES 


In the United States at present gold coin or bullion 
serves directly or indirectly as the reserves of the Treasury 
behind its currency issues and of the Federal Reserve 
Banks behind their note issues and deposits. When gold 
comes into the country or is produced, it is sold to the 
Treasury at approximately $35 an ounce. The Treasury 
pays for the gold by drawing upon its balances with the 
Federal Reserve Banks, and generally in the course of 
time replenishes these balances by issuance of gold 
certificates against the gold purchased and depositing the 
certificates to the credit of the Reserve Banks. These 
processes result in increases in bank deposits, in member 
bank reserves, in Reserve Bank gold certificate reserves, 
and in the Treasury’s gold stock. An outflow of gold 
would result in corresponding reductions in these items. 
Treasury purchases of silver are handled in a somewhat 
similar manner. 

Federal Reserve Bank reserves are increased or 
decreased primarily only as a result of changes in the 
country’s gold stock. These changes in turn are deter- 
mined by domestic gold production and by shifts in the 
country’s balance of international payments. 

Reserves of member banks, i.e., their balances with 
Federal Reserve Banks, may in the aggregate be increased 
by additions to monetary stocks of gold, by the issuance 
of silver certificates, and by a reduction in the volume of 
currency in circulation ; they may be reduced by an out- 
flow of gold and by an increase of currency in circulation. 
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They may also be increased by Federal Reserve Bank 
loans to member banks and by Federal Reserve Bank 
purchases of securities or acceptances in the open market ; 
or they may be reduced by the repayment of member 
bank borrowings or the sale of bills or securities from the 
Reserve Banks’ portfolios. Changes in Treasury cash 


Mewser BANK RESERVE SITUATION 
1. Total Reserves and Their Principal Sources 
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balances have from time to time had a temporary effect 
on reserves. Individual member banks may increase 
their reserves by obtaining them from other banks, but 
changes in total reserve balances result only from the 
factors mentioned. 

Toward the end of 1936 the Treasury adopted a policy 
of accumulating gold received from abroad in a so-called 
inactive account, against which no gold certificates were 
issued. In the spring of 1938, as part of a general move 
by the Government to combat a rapid decline in business 
activity, the Treasury discontinued that account, and 
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the Board of Governors at the same time reduced by 
about one-eighth, or 750 million dollars, the reserve 
requirements for member banks. 

Reserves fluctuated somewhat during the period of 
banking difficulties from 1931 to 1933, and since 1933 they 
have shown a six-fold growth, primarily as a result of 
exceptional gold acquisitions. 

The growth of the monetary gold stock in recent years 
and the accompanying expansion in bank reserves, are 
brought out in the next table. 


MEMBER BANK RESERVES AND RELATED ITEMS 
($ MILLions) 


| Member Bank 
Reserve | Money Reserves 
end: Bank Gold | in Cir- Treasury a inaien 
Credit! Stock? culation Casht Total Excess? 











1918 2,491 2,8 4,956 376 1,586 — 
1923 1,260 3,9: 4,734 238 1,882 — 
1929 1,643 | : 4,050 226 2,395 48 
1933 2,669 ,0: 524 357 2,616 766 
1934 2,472 8, 1577 3,120 4,037 1,748 
1935 2,494 10,072 ,897 2,869 5,716 2,983 
1936 2,498 11,220 | 563 2,512 6,665 2,046 
1937 2,628 12,765 018 3,810 6,879 1,071 
1938 2,618 14,416 888 3,396 8,745 3,226 
1939 
Mar. 2,590 15,014 ,764 3,875 9,021 3,432 
June 2,591 16,028 ,966 3,497 10,085 4,246 
Sept. 2,794 16,823 | ,249 2,864 11,443 5,198 
Dec. 2,612 17,5138 | ,609 3,018 11,473 5,011 
1940 | 
Mar. 2,539 18,310 488 2,974 12,362 5.734 
June 2,542 19,560 1752 2,480 13,596 6 690 
Sept. 2,503 21,064 8,095 3,068 13,043 6,582t + 
Dec 2,305 | 21,890 | 8,688 2,539 14,049 6,646 
1941 
Mar. 2,262 22,319 | 8,835 2,820 13,979 6,304 
June 2,280 22,602 | 9,442 3,236 13,201 5,351 
Sept 2,207 22,740 10,001 2,855 13,184 5,116 


/ 














t And dupasite with Federal Reserve Banks. 

¢ Peak figure $6,940 millions on October 23, 1940. 

i Includes bills discounted and bills bought, United States Government 
securities and other forms of credit extended by the Federal Reserve Banks. 

? Excludes for the entire period 287 million dollars of gold coin reported as in 
circulation prior to January 31, 1934 (see Annual Report of the Federal Reserve 
Board, 1934, p. 67, note 2). 

3 Figures for excess reserves not available prior to 1929 and since April, 1933, 
are for licensed member banks only. The figure for March, 1933, has been 
‘stimated. 


EXPANSION IN DEPOSITS 
On the basis of normal reserve requirements, the 
lending or investment of all funds not required tor reserves 


results in about a seven-to-one expansion of deposits for 
the banking system as a whole, or a total of 100 million 
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dollars in deposits and of 85 millions in loans and invest- 
ments on the basis of 15 millions ot new reserves. 

[Notwithstanding the sluggish demand for bank loans 
until quite recently, and the consequent piling up of 
excess reserves, the gold infow of recent years has stimu- 
lated an expansion in deposits which is set out in the 
next table :] 












BANK DEPOSITS AND CURRENCY 
($ MILLtons) 









Deposits* | Total 































. Currency deposits 
Year Adjusted U.S. outeide and 
demand | Govt. Time Total bank currency 
1890 2,260 | 30 1,700 3,990 870 4,860 
1900 4,210 100} 2,800 7,110 1,180 8,290 
1913 8,810 | 50 | 8,270 17,130 1,570 18,700 
1920 19,080 | 300 16,310 35,090 4,130 39,820 
1925 21,150 180 23,110 | 44,440 3,590 48,030 
1930 21,870 320 28,960 | 51,150 3,380 54,530 
1931 19,910 440 28,920 49,270 | 3,670 52,940 
1932 15,670 420 24,740 | 40,830 | 4,640 45,470 
1933 14,459 | 550 21,630 | 36,930 4,799 41,720 
1934 16,650 1,740 22,820 | 41,210 4,080 45,890 
1935 20,540 520 23,800 45,160 4,810 49,970 
1936 | 23,860 1,150 24,900 | 49,910 5,260 | 55,170 
1937 25,260 670 25,960 | 51,890 5,530 57,420 
1938 24,390 610 26,270 51,270 5.479 50,740 
1939 27,350 790 26,800 54,940 6,010 60,950 
1940 31,960 830 27,470 60,260 6,700 66,960 




















1 Figures as of June 30 or nearest available date. 

* Data for adjusted demand and time deposits for the years 1890-1918 derived 
from estimates published by Professor James W. Angell in The Behaviour of 
Money ; for the years 1919-1940, from reports of condition of all banks in the 
United States. In all cases inter-bank deposits were excluded and demand 
deposits were adjusted for items in process of collection. Deposits in the Postal 
Savings System and in mutual savings banks were included in time deposits. 

* Treasury's published figures for money in circulation, adjusted to exclude 
vault cash of banks and $287,000,000 of gold coin reported in circulation January 
31, 1934, as follows: For period 1880-1897, $6,580,000 of gold coin deducted 
annually on a cumulative basis; for period 1898-1913, $10,530,000 deducted 
annually on a cumulative basis ; for period 1914-1933, the entire $287,000,000 
deducted. In 1934 gold in circulation was dropped from the reported figures (see 
Asmnua! Report of the Federal Reserve Board, 1934, p. 67, Note 2). 


BANK EARNINGS 


Although bank earnings are influenced by many 
factors, three have been of particular importance in the 
past two decades; the rates of interest received from 
earning assets, the interest rates paid on deposits, and the 
amounts and timing of charge-ofts and losses. 

In the past decade there has been a sharp drop in the 
average rate of bank income from interest, a drop of no 
less than 55 per cent. of the 1929 average. The rates on 
both loans and investments have declined, but the rate on 
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these two combined has dropped even more because of a 
shift from loans, the higher rate form, to investments. 
This drop explains most of the decline in bank gTOss 
revenue, since non-interest earnings have remained fairly 
constant and the total value of earning assets now held is 
not much less than it was a decade ago. Although the 


Messer BANK EARNINGS AND PRoFiTs 
(As percentages of total assets) 


PER CENT PER CENT 


GROSS EARNINGS 








1920 1925 1930 1935 1940 
decline of bank interest rates has been general, there are 
many banks that have not reduced their loan rates a great 
deal in the past ten years. In 1939, for instance, nearly 
1,400 member banks, about 23 per cent. of the total, were re- 
receiving an average of more than 7 per cent. on their loans. 

About five- eighths of the decline in interest received 
by banks has been offset by the decline in interest paid on 
deposits. Part of the reduction of interest cost is the 
result of the discontinuance of interest on demand 
deposits and part is due to the reductions in rates paid on 
time and savings deposits. Although insured banks are 
prohibited from paying interest on demand deposits and 
the amount they can pay on time and savings deposits is 
limited by regulation, it appears that banks in any event 
would have voluntarily reduced the amounts paid. At 
present the rates at many banks, perhaps at a majority of 
them, are in fact below the maximum levels permitted by 
regulation. 

The table overleaf analyses earnings in relation to 
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capital and total 


MEMBER BANK EARNINGS AND CAPITAL RATIOS, 





105 





assets : 


By 


SIZE 


oF BANK 


1939! 




















Average Net Current Earnings ‘ Pua 
| Sa eee ae his Total Capital 
Size Group—Total Per $100 of Accounts pet 
Deposits Per $100 of | Total Capital $100 of Total 
Total Assets hi Accounts Assets 
- = 
$250, 000 and under $1 .40 $7 .10 $21.30 
250,000 1,000,000 1.20 9.00 14.00 
1,000,000—-5,000,000 | 1.00 8.70 | 12.80 
5,000,000 50,000,000 .80 | 8.10 II.oo 
Over $50,000,000 70 | 7.40 9.70 
All member banks 1.10 8.60 | 13.90 





data for all 
are averages of ratios 
(For further details, see Federal Reserve 


1 Ratios compiled by the Board of Governors. 


non-member banks are not 
computed for each member bank. 
Bulletin for June, 1940, pp. 580-601.) 


THE 

The following graph shows the changes in the dis- 

tribution of bank assets since 1928. [Since 1935, it will be 

seen, the dominant trends have been the marked rise in 

investment holdings, contrasted with comparative stab- 

ility in loans, and a sharp rise in cash (due to the gold 
inflow) offset by a decline in secondary reserves. | 


Corresponding 


available. Ratios shown 


ASSETS STRUCTURE 


TS eeure 
RAED 


aw Mrumrr 
OF IMEMBER 


BILLIONS 


OF DOLLARS B 


NS OF DOLLARS 





15 





1928 1930 1932 1934 1936 1938 1940 











106 THE BANKER 


The next table shows the data on which the graph 
on page 105 is based: 





ASSETS OF MEMBER BANKS, 1928-1940! 
($ MILLtons) 














— Secondary Other Other 

Call Date Cash Reserves? Loans Investments 
End 1925 9,762 4,032 21,998 9,245 
1.29 8,996 3,151 23,908 9,015 
1930 8,449 3,221 21,638 10,136 
1931 6,255 2,227 18,244 10,196 
1932 6,472 3,016 14,124 9,820 
1933 6,250 4,508 11,389 9.543 
1934 9,629 7,140 10,432 10,875 
1935 12,114 8,499 10,477 11,215 
1936 13,721 7,500 11,582 14,061 
1937 13,174 6,485 12,578 12,855 
1938 Mar. 7 12,721 6,559 12,265 12,881 
June 30 14,588 5,210 11,922 13,313 
Sept. 28 14,254 5,227 11,922 14,670 
Dec. 31 15,318 5,260 11,792 15,188 
1939 Mar. 29 15,652 4,341 11,782 16,141 
June 30 17,448 4.487 11,990 16,302 
Dec. 30 19,622 4,191 12,717 17,193 
1940 June 29 21,707 | 4,359 13,072 17,143 


*Compiled from Member Bank Call Report, Nos. 41-84, inclusive. 

* Includes vault cash, deposits in Federal Reserve Banks, demand balances in 
other banks and cash items in process of collection. 

* Includes open market loans, Treasury notes and bills, time balances in banks 
in the United States and all balances in banks in foreign countries. 


(The wide variations in the assets structure between 
different classes of banks will be seen from the following 
tables :] 

PERCENTAGE DISTRIBUTION OF ASSETS OF DIFFERENT CLASSES 


OF INSURED COMMERCIAL BANKS, DECEMBER 31, 1939! 


1. PERCENTAGE DISTRIBUTION OF ASSETS, BY TYPE 




















; | United 
| Cash | States Other Other 
Class of Bank Assets? | Loans | Government | Securities Assets 
| Securities® 
Central reserve city | 
member : } 
New York 40.8 20.1 29.1 7-7 2.3 
Chicago 40.2 15.8 33-5 9.2 1.3 
Reserve city 
member 34-4 27 26.4 8.9 3.2 
Country member 30.9 30.4 20.2 14.7 8.8 
Insured non-member | 26.9 37.3 | 15.9 15.5 4- 





Footnotes: See overleaf. 
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2. PERCENTAGE DISTRIBUTION OF LOANS, BY TYPE 





Commercial, Loans for 

















| Industrial and | Purchasing Real All 

Class of Bank Agricultural me Citeysine | Estate Other 
Loans* Securities Loans Loans 

Central reserve’ city 

member : 

New York 57.5 24.3 4.0 14.2 
Chicago 68.3 18.8 2.3 10.6 
Reserve city member 46.5 | 6.4 | 25.0 23.2 
Country member 37-9 5.1 | 31.0 26.0 
Insured non member 29.5, 4.1 49.7 25-7 











1For underlying statistic: " data, including statistics by States, see » Mesiie 
Bank Call Report and Assets and Liabilities of Operating and i Insure d Banks, both 
as of December 30, 1939. Corresponding distributions for non-insured commer- 
cial banks are not available, but non-insured banks hold only about 3 per cent. 
of the total assets of all commercial banks. 

2 Comprises vault cash, reserve balances with Federal Reserve Banks, balances 
with other banks, and cash items in process of collection. 

* Direct and guaranteed. 

“Includes open-market paper. 


TURNOVER OF BANK DEPOSITS 


Comparison of the volume of outstanding bank 
deposits in commercial banks with estimated total debits 
against these deposits and with national income shows 
that prior to 1926 debits in each year remained close to 
twenty times the average amount of deposits outstanding 
in the year, 1.e., these deposits consistently showed a rate 
of turnover of about twenty times a year. In the same 
period national income was approximately twice as large 
as the amount of deposits and showed movements closely 
similar to those of commercial bank debits and deposits. 
From 1926 and 1929 debits increased much more rapidly 
than deposits, but national income rose somewhat less 
than deposits. Turnover of total deposits as measured by 
debits increased to about thirty times a year in 1929. 

In the depression period debits declined most sharply 
and deposits least, and since 1933 deposits have increased 
faster than debits. As a consequence the rate of turnover 
of deposits declined sharply in the depression and has not 
increased since. In fact, in 1939 it reached a new low 
level of less than fourteen times a year. National income 
has increased since 1933 more than either deposits or 
debits, but like debits, it has continued below the high 
levels of 1925-1930, while deposits have risen above 
previous maximum levels. 

Declines in turnover of deposits after 1929, as will be 
seen from the next table, were greatest in New York City, 
but were pronounced elsewhere, falling generally to new 
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low levels. It is significant that during recent years of 
business recovery rates of turnover outside New York 
City have increased somewhat from the lowest levels of 
depression years, although remaining lower than in the 
1920's, while in New York City the rate of turnover of 
deposits has continued to decline. 

This continued decline in rate of turnover of deposits 
in New York City reflects in part the substantial decrease 
NATIONAL INCOME AND VOLUME AND TURNOVER 
OF BANK DEPOSITS 


($ MILLIONS) 





| Annual Rate of Turnover 


























| ; of Deposits* 
Debits Deposits initiate 
at all at all At Weekly Reporting 
Year | National | Commer- | Commer- Member Banks 
Income! cial cial — At Non- 
| Banks? Banks? In In 100 Reporting 
New York jother Lead-| Banks 
City ing Cities 
- —— —— | — - — — — - — 
1920 69,300 721,000 30,420 56.0 27.0 14-5 
1925 4,400 | 820,000 37,320 60.8 21.3 13.0 
1929 82,900 | 1,276,000 42,030 99.5 23.8 15.8 
1932 40,100 471,000 31,510 31.7 13.6 10.2 
1933 42,400 437,000 28,660 29.7 13-5 10.8 
1934 50, 300 491,000 30,580 27.8 14.3 12.6 
1935 55,900 547,000 34,770 28.3 14-7 11.6 
1930 65,200 | 628,000 33,910 29.7 15-4 11.6 
1937 71,200 650,000 49,540 27-5 16.0 11.9 
1938 63,600 566,000 40,560 23-5 13.8 10.6 
1939 69,400 592,000 43,050 20.3 13-5 10.9 





? Basic data for 1919-1928 from Simon Kuznets, National Income and Capstal 
Formation, p. 8. Figures there given have been so used as to make them as com- 
parable as possible with the estimates prepared by the Department of Commerce 
for 1929 and later years. 

? Data compiled by the Board of Governors. The figures include the annual 
volume of debits to demand and time deposits, excluding inter-bank accounts, as 
reported by commercial bank members of some 250 clearing houses. These 
debits were adjusted to include estimated debits at other banks. 

3 Data compiled by the Board of Governors. The figures include the average 
volume of total deposits at all commercial banks minus inter-bank deposits and 
cash items in process of collection. These figures are partly estimated. 

* Data compiled by the Board of Governors. The turnover rate at weekly 
reporting member banks is based on actual figures of debits and deposits, exclu- 
sive of inter-bank deposits and collection items, reported by these banks in 1or 
leading cities. The turnover rate for non-reporting banks is based on debit and 
deposit figures which are subject to the conditions mentioned in notes * and 3. 


I 


of activity in financial markets during the past decade. 
Another factor of considerable importance is the accumu- 
lation of large idle balances in New York City. Demand 
deposits, other than inter-bank balances, in New York 
City banks exceeded 8 billion dollars at the end of 1939, 
whereas in 1929 they amounted to less than 5 billions. 
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Many of these deposits represent large bank balances 
being held by corporations, institutional investors, and 
individuals, including a large number of foreigners, until 
satisfactory outlets for investment or other uses are 
found. In other words, deposits which under existing 
circumstances have exceedingly low rates of turnover 
comprise a large proportion of existing deposits in New 
York City banks. 
INSTRUMENTS OF CREDIT POLICY 


The System’s principal instruments of credit policy, 
enumerated in the order in which they were first ole 
used, include (1) discount rates, (2) open-market opera- 
tions, (3) maximum interest rates on time and savings 
deposits, (4) margin requirements, and (5) reserve 
requirements. 

Discount Rates. Discount rates are the rates at which 
the Reserve Banks make loans to their member banks. 
First used as an instrument of credit policy at least as 
long ago as 1919, they have varied between 7 per cent. at 
several of the Federal Reserve Banks in 1920 or 1921 and 
one per cent. at the Federal Reserve Bank of New York 
since the autumn of 1937 and at some of the other Reserve 
Banks since the autumn of 1939. 

Open-market Operations. Though engaged in as early 
as I9I14, open-market operations were first used as an 
instrument of credit policy in 1923, and since the middle 
of that year the System’s portfolio of United States 
Government securities has been as low as go million 
dollars (autumn of 1923) and as high as 2.8 billions 
{autumn ot 1939). 

Recognition of an Open Market Committee consisting 
of the twelve Governors of the Federal Reserve Banks was 
incorporated in the law by the Banking Act of 1933, 
together with the principles by which the Committee 
should be guided. By the Banking Act of 1935 the Com- 
mittee was reconstituted to consist of the seven members 
of the Board of Governors and five representatives of the 
Federal Reserve Banks elected regionally. 

Maximum Interest Rates on Time and Savings Deposits. 
These maximum rates became subject to the control of 
the Board of 1933, were fixed at the level of 3 per cent. 
in the autumn of 1933, and were reduced to 2.5 per cent. 
early in 1935 (with further reductions on January I, 
1936, for certain classes of time deposits payable in less 
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than six months). 


Margin Requirements. Margin requirements became 
subject to the control of the Board in 1934. They were 
fixed in October, 1934, on a sliding scale that varied for 
different securities between 25 per cent. and 45 per cent. 
of the current market price of the security, according to 
the amount by which the current market price had 
advanced from its lowest price for the three preceding 
years. Under this formula, the margin requirement for 
purchasing or carrying a given stock would automatically 
increase with the advance in its price, but not to a level 
above 45 per cent. The advance in the market that 
began in the spring of 1935 had by the end of the year 
brought the requirement for many stocks to this 
maximum. Early in 1936, at a time when the market was 
advancing further and with increased rapidity, the Board 
increased the maximum to 55 per cent., as a precautionary 
measure. This action had the effect of increasing the 
requirement on the stocks which had been advancing 
most rapidly. Shortly thereafter, when the market was 
still advancing, this figure was made uniformly applicable 
to all registered securities. At the same time, margin 
requirements were extended to cover banks as well as 
brokers and dealers. The 55 per cent. level was retained 
until the autumn of 1937, when a reaction in the market 
and a sharp recession in general business showed that 
there was no longer any current need to restrain specula- 
tion in securities for the rise. Margin requirements were 
then reduced to the 40 per cent. level. At the same time a 
requirement of 50 per cent. was prescribed for short sales. 


Reserve Requirements, which became subject to change 
“ with the approval of the President ”’ in 1933 and became 
subject to the full control of the Board (within statutory 
limits) in 1935, were raised in 1936 and again in the spring 
of 1937 and then lowered in the spring of 1938 to 5 per 
cent. on time deposits and, for the several classes of 
banks, 12, 174, and 22? per cent. on net demand deposits. 

[On September 23, 1941, an increase was announced to 
6 per cent. on time deposits and, for the several classes of 
banks, to 14, 20 and 26 per cent. respectively against 
demand deposits. The increase became effective on 
November 1, and had the effect of reducing excess reserves 
by $1,170 millions to $3,490 millions. Fluctuations in 
reserves in recent years are shown in the table on p. 102.] 
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Irish Banking in 1941 
By Professor G. A. Duncan 


OR the Irish banks, the year 1941 saw a continuation 
enna accentuation of most of the previous trends. In 

spite ot increases, and even large increases, in many 
classes of business, the earning capacity of the banks con- 
tinued to weaken. Total published profits fell from 
{1.16 million in 1939 to £1.08 million in 1940 (6.8 per 
cent.), and the indications are that the fall in 1941 was 
even more severe ; the one bank which has so far declared 
a dividend has reduced its distribution for the year from 
II per cent. to 10 per cent. Between the September, 
1940, and September, 1941, banking returns made 
(quarterly) to the Currency Commission, the total of bills, 
loans and investments increased from {161.6 million to 
£175.4 million, but it is probable that the average yield 
diminished, a fall of only 0.4 per cent. being enough to 
offset completely the larger principal volume. 

In September last the Joint Standing Committee 
announced the banks’ decision to increase their charge 
for the keep'ng of a current account from a flat rate of 
10s. 6d. per half-year to a proportionate charge at the 
rate of ros. 6d. per half-year for each fifty transactions on 
the account, with a maximum of {15 15s. od. This 
proposal occasioned a considerable but ill-informed out- 
cry, which secured the postponement of the new scale’s 
operation pending a reference to the Prices Commission. 
Following a thorough investigation, the Commission 
accepted the banks’ case and the new scale has become 
operative since January 1. In default of precise internal 
knowledge of the position of the several banks, such as 
the distribution of their accounts between the grades of 
the new scale, it is impossible for the observer to express 
any opinion on the change. It is, however, pertinent to 
observe that it is only an approach towards systems of 
charge long used by many banks in Great Britain, and 
that a graduation is equitable in itself ; on the other hand, 
every discouragement of the growth of banking habits is 
to be deplored in the long-term interests of the banks 
themselves, and every increase in the cash circulation 
means a transfer of earning assets from the banks to the 
Currency Commission or the Treasury or the Bank of 


England. 
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The improvement in our export position and conse- 
quent reduction in the adverse balance ot visible trade 
were severely shaken by the outbreak last winter of an 
epidemic of foot-and-mouth disease, which was not fully 
mastered until the late summer. Until September 
exports were running every month markedly lower than 
in 1940, and for the first ten months totalled only {22.4 
million against £26.9 million in the same period of 1940. 
Imports, however, were still more drastically reduced from 
£40.5 million to £24.5 million in the same periods. The 
balance of visible trade, which became active for the first 
recorded time in October, 1940, remained active in 
November, 1940, but did not again become so until 
October, 1941. Over the whole ten months it fell from 
£13.6 million to {2.1 million, and it is more than probable 
that the two remaining months have reduced it still 
further. As in 1940, the price aspect of these figures con- 
tinued to be predominant, the volume of exports (monthly 
average) being in 1940 only 96 per cent., and in 1941 (first 
ten months) only 63 per cent. of the 1938 level, while the 
volume of imports was reduced to 80 per cent. in 1940 
and 43 per cent. in 1941 (first nine months). 

No information is yet available concerning the other 
elements of the balance of payments in 1941, but the 
estimate for 1940 has been published in the Irish Trade 
Journal of September, 1941. It shows a decrease in 
known current credit items, apart from visible trade, of 
{2.2 million as compared with the previous year (caused 
chiefly by a decline of {0.8 million in emigrants’ remit- 
tances from countries outside the United Kingdom and 
the loss of the revenue accruing from the Hospitals 
Sweepstakes, and partly offset by an increase of some 
£0.5 million in foreign investment income) ; there appears 
also to have been some considerable private liquidation of 
foreign investments, which may reflect in part the 
mobilization of dollar securities which has been affected 
by the Department of Finance. The probability is that 
1940 took the worst of the knock in these non-merchandise 
iteins, and that 1941 saw comparatively little change. 

The effect of these movements upon the banks has 
been to increase very considerably their holdings of 
external (i.e., outside the twenty-six counties) assets. 
The gross figure of “ assets elsewhere’’ shown in the 
September quarterly return has risen from £117.2 million 
in 1939 to £126 million in 1940 and {150.9 million in 
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BANKS IN THE TWENTY-SIX COUNTIES (INCLUDING THE CURRENCY 
ComMIssion)f (£ million) 
BUSINESS IN THE TWENTY-SIX 1938 1939 1940 1941 


COUNTIES : 
Capital and reserves} .. <« ae 10.3 10.4 10.4 
Notes in circulation .. «s 54.9 16.1 18.7 19.7 
Deposits it ~» EE3.3 - 334.4 T9055 £36:3 
Cash and call money - 2 8.8 14.4* 12.1 
Advances§ pe ia oo §E.0 51.7 54.1 49-5 
Investments** .. sf - pe II.0 10.6 10.9 
BUSINESS ELSEWHERE : 
Capital and reserves} .. io ea yee Pe ae. 
Notes in circulation... <_ ae 4.0 6.3 8.6 
Deposits A ~s 2 42.4 44.4 §2.2 
Cash and call money ois -- t.6 16.6 25.8% 31.5 
Advances§ ae tb -. @O.4 26.7 24.7 22.9 
Investments** .. oo JQ.% 76.9 81.3 92.3 
.XCESS OF STERLING AssETs io Bee 69.3 73.9 95-4 


* Revised. {Including carry-forward. § Including non-govern- 
ment bills. ** Including government bills. 

t This table is identical in format and interpretation with Table II 
in THE BANKER, February, 1940, p. 141, and the table in THE BANKER, 
February, 1941, p. 127. 


1941; the net figure, after deducting “ liabilities else- 
where,” has similarly risen from {61.4 million to {66.3 
million and £81.1 million. The Currency Commission’s 
holdings of external assets (including now some {3 
million of gold) have correspondingly increased from {11 
million to £13.4 million and {14.4 million. 

Last year it appeared probable that the unavailability 
of imports and the improvement of our export position 
would continue to strengthen our balance of payments 
(i.e., in default of goods to purchase we are constrained to 
give the United Kingdom credit for its purchases of our 
exports), but that 1942 might see the undermining of 
our export capacity through this same shortage of im- 
ports. Although temporarily masked by massive releases 
of saleable livestock dammed up by the long closure ot the 
ports, this process shows many signs now of being in 
course of realization. The Secretary to the Department 
of Agriculture has spoken of the smallness of our probable 
export surpluses of bacon and butter this summer, even 
though these surpluses are widened by high domestic 
prices and dumped on the United Kingdom market with 
the aid of state subsidies. The production of creamery 
butter has fallen another 1} per cent. below last year’s low 
levels ; the pig population has been drastically cut down, 
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GUINNESS, MAHON & CO 
MERCHANT BANKERS 


ESTABLISHED 1836 


53, Cornhill, LONDON 


17, College Green, DUBLIN 


GUINNESS, MAHON 
EXECUTOR & TRUSTEE COMPANY LTD. 


53, CORNHILL, LONDON, E.C.3 


THE 


INDUSTRIAL CREDIT 
COMPANY, LIMITED 


AUTHORISED CAPITAL - £5,000,000 
SUBSCRIBED CAPITAL - £1,000,000 
PAID-UP CAPITAL - - - £812,500 


CAPITAL UNDERWRITING 
INDUSTRIAL FINANCING 


ENQUIRIES INVITED 
OFFICES: 


9, LEINSTER STREET, DUBLIN 





(Members of the London Bankers’ Clearing House). 
THE 


NATIONAL BANK 


LIMITED 
ESTABLISHED 1835. 

Capital Subscribed £7,500,000 
Founded over a century ago, the progress 
of the Bank is well illustrated in the 

following figures : 

YEAR NUMBER OF OFFICES DEPOSITS 

1850 47 £1,192,000 
1900 - 100 -  £11,253,000 
1941 - 264 - £39,528,000 
* 
ENGLAND 
HEAD OFFICE: 13-17, Old Broad Street, 
London, E.C.2, and 25 Metropolitan and 
Provincial Branches and Sub-Offices. 
IRELAND 
Cuter OFFIce : 34 and 35, College Green, 
Dublin, and 237 Branches and Sub-Offices 
throughout the Country. 
* 
Complete Banking Service available. Special 
Departments for Foreign Exchange, Income 
Tax and Executor and Trustee Business. 


AGENTS AND CORRESPONDENTS 
THROUGHOUT THE WORLD. 
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resulting since May last in a catastrophic fall (39 per cent.) 
in the number of pigs sold for curing ; the June statistics 
show also a noticeable drop (15 per cent.) in the fowl 
population, and therefore in egg and table-bird produc- 
tion, whick has probably been accentuated since (reflected 
in a 31 per cent. increase in the domestic market price of 
eggs and increases ranging from 38 per cent. to 120 per 
cent. in the prices of birds). Further, last year’s cereal 
output fell far short of Ministerial expectations, and the 
additional drive to be undertaken this year (one Minister 
has been speaking hopefully of an increase of 550,000 
acres under cereals this year on top of last year’s increase 
of 425,000) can hardly fail to react unfavourably on 
export production. This is not, of course, a malum per se, 
and the feeding of our own population must come first ; 
also, the time is long past when anything could be done 
about it ; but it does mean that the present rapid growth 
of banking assets is not likely long to maintain itself. 

Last year it seemed improbable that banking business 
within this state (apart from its savings bank aspects) 
would expand much turther. Experience has more than 
borne out this rorecast—the total ot bills (other than 
government), loans and advances inside the twenty-six 
counties actually turned downwards, from {54.1 million 
to {49.5 million. Elsewhere also this total declined, and 
in much the same ratio, from £24.7 million to {22.7 
million. This experience has been, of course, common to 
all the British banks. At the same time the total of 
“current, deposit and other accounts’”’ increased by 
£7.8 million in the twenty-six counties and by another 
£7.8 million elsewhere. It is highly probable that, in the 
twenty-six counties at any rate, a large proportion of this 
increase consists of savings deposits. 

The growth of liquidity-preference among the public 
has continued, but among the banks themselves has 
slowed down. The Currency Commission’s “ total mone- 
tary circulation’? jumped again from {21 million in 
September, 1940, to {22.1 million in September, 1941, 
and the bank-notes in circulation elsewhere (mainly in 
Northern Ireland) have jumped even more strikingly 
from {6.3 million to £8.6 million. On the other hand, the 
banks’ holdings ot cash (including the Currency Commis- 
sion’s gold) rose only to £43.6 million, being a somewhat 
larger proportion of the total note and deposit liabilities 
(21.7 per cent.) than a year before (20.5 per cent.). 





ULSTER BANK LIMITED 


ESTABLISHED 1836 
Affiliated to Westminster Bank Limited 


Capital Authorised and Subscribed - - - £3,000,000 
} £2,000,000 


Capital Paid Up - - - £1,000,000 

Reserve Fund - - - - £1,000,000 
Deposit, Current and other Accounts, at 

31st December, 1941- - - - - = £27,295,760 
Total Assets over £32,000,000 


COMPLETE BANKING SERVICE 





By means of its 111 Branches and 86 Sub Offices in Northern Ireland 

and Eire and through its Agents and Correspondents in all parts of 

the world the Bank offers a comprehensive service transacting every 
type of Banking business. 


HEAD OFFICE : WARING STREET, BELFAST 





THE BANK OF AUSTRALASIA 


Incorporated by Royal Charter, 1835 
Paid-up Capital - - - - - £4,508,000 
Reserve Fund - - - - - £2,500,000 
Currency Reserve ~~ - £2,690,000 
Reserve Liability of Proprietors enden the Charte oY £4,560,000 
£13,500,000 

COURT OF DIRECTORS : 
D. F. ANDERSON, Feq F. V. C. LIVINGSTONE-LEARMONTH, Esg., D.S.O. 
HON. GEOFFREY C. GIBBS. RIGHT HON. rar EARL OF MIDLE TON, K-P., P.C. 

F. G. GILLIAT, Esq DAVID J. ROBARTS, Esq. 


-DMUND GODWARD. Eaq. | SIR JOHN SANDERSON, K. BE. 
C. G. HAMILTON, Esq. ARTHUR WHITWORTH, Ese 


HEAD OFFICE: 4 Tacetenlls Street, aiden EC2. 
Manager: G. C. COWAN. 
WEST END BRANCH: 17 Northumberland Avenue, W.C.2 


Numerous Branches throughout the States of VICTORIA, NEW SOUTH 
WALES, QUEENSLAND, SOUTH AUSTRALIA, WESTERN 
AUSTRALIA, TASMANIA and — DOMINION OF NEW 

ZEALAN 


The Bank offers facilities for the transaction of every description of Banking business in Australia 

and New Zealand. Negotiates or collects Bills. Issues Telegraphic Transfers, Letters of Credit 

aad Drafts, also Circular Credits and Travellers’ Cheques available in all parts of the world. Deposits 
received at interest for fixed periods on terms which may be ascertained on application. 
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International Banking 
The Far East 


EPORTS about the repercussions of the war in 

R tie Pacific in the sphere of banking and currency 
have so far been incomplete and unreliable. 
According to Japanese sources, the Chinese and foreign 
banks in the International Settlement of Shanghai 
re-opened on the day following Japanese occupation. 
There was a great deal of speculation in foreign currency 
and the United States dollar underwent a heavy slump. 
The currency which was mostly favoured was the Chung- 
king dollar, which still constitutes the chief currency in 
Shanghai. No information is available about the financial 
repercussions in Japan of war in the Pacific, but it 
would be idle to expect any spectacular development in 
the near future. For one thing, the war is largely 
financed with the aid of “‘ invasion currencies,’ issued 
specially for that purpose by the Japanese authorities 
independently of the Bank of Japan’s yen notes. In 
the Philippines, the Japanese troops were paying with 
notes, the outward appearance of which was very similar 
to the Filipino peso notes. In the Malay Peninsula, 
they were paying with notes which bore much resemblance 
to the Straits dollar notes. In both instances the notes 
bear the signature of the Japanese Imperial Government. 
In adopting this method in preference to setting up 
puppet central banks as they did in occupied China, 
the Japanese authorities are following the German 
example, though the Japanese have actually improved 
upon the German methods. While the notes issued by 
Germany in occupied countries are obviously mark notes 
and do not pretend to be anything else, the Japanese 
authorities went out of their way to design their occupa- 
tion currencies in a way to mislead the conquered peoples 
into believing that these currencies were identical with 
their own local currencies. The Filipino peso and the 
Straits dollar enjoy the implicit confidence of the native 
peoples in their respective countries. The Japanese 
authorities seek to take advantage of this by bringing 
out notes which are in shape, colour and design very 
similar to the Filipino peso and the Straits dollar. It is 
worth mentioning that the preparation of these notes 
must have taken some time, and the fact that from the 
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very outset Japanese troops were able to produce large 
quantities of them is yet another piece of evidence 
showing that Japanese aggression was premeditated. 

Legislation is being introduced before the Japanese 
Diet to amend the statutes of the Bank of Japan for the 
purpose of enabling it to extend its operations in 
conquered countries. Hitherto, the Bank of Japan was 
precluded by its statutes from conducting foreign 
exchange and commercial banking operations. Under 
its revised statutes, it will be in a position to extend its 
activities over these spheres. 

An order has been issued to the Dutch Banks by the 
German authorities forbidding them to accept Dutch 
East Indies securities as collateral for loans, after a 
certain date. This order seems to indicate either that 
the German Government distrusts its Axis partner or 
that some arrangement has been made between Berlin 
and Tokio on the basis of which the German Government 
wishes to buy up Dutch East Indies securities which 
might be offered for sale as a result of the new restriction. 


Argentine Exchange Control 


The Argentine Government issued a decree at the 
beginning of this year placing under control remittances 
to foreign countries outside the Western Hemisphere. 
Internal transfers to and from accounts owned by 
residents in belligerent countries outside the Western 
Hemisphere are also subject to control. It is as yet 
or to judge how, and to what extent, this control 
will be operated. On the face of it, countries outside the 
Western Hemisphere—including our own—are placed at 
a considerable disadvantage as compared with American 
countries. It is true that transfers from the Argentine 
to the United Kingdom are regulated by the Anglo- 
Argentine Payments Agreement, and from this point of 
view the new decree is not likely to make much difference. 
On the other hand, local transfers from accounts owned 
by British banks and other British firms operating in 
the Argentine will be subject to the new control. Every- 
thing will depend on the spirit in which the new regula- 
tions are applied. 

Though they might prove irksome to British banks 
and business interests, from a political point of view 
it is gratifying that the Argentine Government should 
adopt measures which, to some extent at any rate, will 
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hamper the financial operations of the Axis in Buenos 
Aires. There is reason to believe that funds owned by 
the three Axis Governments are very substantial. In 
anticipation of the freezing order in the United States, 
the German, Italian and Japanese authorities and 
nationals materially reduced their dollar assets before 
the freezing order was adopted. Judging by the firmness 
displayed by the Argentine peso from time to time, it is 
certain that a large proportion of Axis funds which 
escaped from the United States took refuge in Buenos 
Aires, which city has thus become an important inter- 
national banking centre. 

Thanks to the new exchange measures, the Argentine 
Government is now in a position to prevent the Axis 
Powers from using their Buenos Aires balances for 
financing subversive activities in the Western Hemi- 
sphere. The Argentine Government is very anxious to 
avoid antagonizing the Axis Powers. It was largely in 
anticipation of the maintenance of rigid neutrality by 
the Argentine that the Axis Powers chose Buenos Aires 
as the last refuge for their overseas balances, and they 
would be handicapped if the Argentine Government were 
to stop them from transferring their balances, to remit 
funds to fifth columnists and other undesirable elements 
in the Argentine and other Latin American countries. 
The formula chosen by the Argentine Government in 
applying control over all non-American foreign accounts 
is calculated to overcome these diplomatic difficulties, 
since it applies equally to this country and to the Axis 
Powers. Discrimination in favour of the United States, 
Canada and other signatories of the Grand Alliance 
participating in the Western Hemisphere can be justified 
on the principle of pan-American co-operation. 

The new measures are far from being watertight. 
One of the major loopholes is that they apply only to non- 
European belligerents, so far as local transfers are 
concerned. This means that if German funds are kept 
in Buenos Aires in the name of a Swiss or Spanish bank, 
there is nothing to prevent the German Government 
from using them. It is also probable that large Axis funds 
are registered in the name of pro-Axis local residents 
that escape altogether the restrictions on internal 
remittances. Nevertheless, the fact that such measures 
were introduced is significant even though the measures 
themselves are not watertight. 
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Books 


“Reconstruction and the Land” 
By Sir A. DANIEL HALL. (Macmillan & Co. Price 
12s. 6d. net.) 


THE whole question of agriculture’s place in our 
post-war economy has been thrown into the forefront 
by Mr. Hudson’s extraordinary diatribes against “ the 
cry of cheap food,” which he blames for agricultural 
depression throughout the world. This book by Sir Daniel 
Hall, formerly Scientific Adviser to the Ministry of 
Agriculture, therefore appears at an exceptionally oppor- 
tune moment. So far as the overseas primary producers 
are concerned, it is easy to show that the “ cry of cheap 
food ’’ in this country —in other words, our comparatively 
liberal tariff policy —has played a large part in their 
development and prosperity. At home, on the other 
hand, it has undoubtedly exposed our farmers to the 
competition of imports produced by extensive methods 
at immeasurably lower cost. Hence the attempt to 
mitigate agricultural depression by a complicated 
structure of subsidies, thanks to which the British 
consumer before the war paid £250 millions for an output 
which could have been obtained for {60 millions less 
at world market prices. If this subsidisation were 
necessary for strategic reasons, there would be nothing 
further to be said, but Sir Daniel Hall shows conclusively 
that this is not the case. The conclusion reached after 
the last war still holds good that there is no case on 
strategic grounds for encouraging the production of 
easily transportable and storable products, such as wheat 
and sugar, in which our farmers can never hope to 
compete on equal terms with overseas producers. Even 
from the strategic viewpoint, British agriculture should 
concentrate on such products as milk, fruit and vegetables. 
By extreme good fortune these are precisely the things 
which our agriculture can hope to produce most efficiently 
and for which a rising standard of living would provide 
a highly elastic demand. While assistance may be 
necessary even in these lines, Sir Daniel Hall argues 
forcibly that it should not be given by the method of 
subsidisation. In the first instance, this serves only to 
protect the least efficient farmers and perpetuate old- 
fashioned methods of production, while on the other 
hand swelling the incomes of the minority who are 
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already able to earn a good return. In the long run, 
of course, as all economists and so few agriculturists 
realize, all subsidies accrue to the landlord and not to 
those who cultivate the soil. Thé basic need, as Sir Daniel 
Hall conclusively shows, is not subsidies, which lead 
nowhere, but the re-grouping of agricultural holdings 
into larger units and the introduction of modern scientific 
methods of production. Whether this end can only be 
secured, as Sir Daniel Hall argues, by the State acquisi- 
tion of agricultural land is perhaps open to question, 
for if the State is to provide assistance in any form it 
should be able to exercise the requisite control. But 
there can be no disputing Sir Daniel Hall’s basic conten- 
tion that “ any agricultural policy must stand or fall by 
the promise it holds of making farming pay by the 
reorganization it proposes.” W.M_D. 
“Anglo-Dutch Commerce and 

Finance in the 18th Century” 


By CHARLES WiLson. (Cambridge University Press. 
Price 15s. net.) 

BASED on much documentary research in Holland 
and England. In showing how the prosperous Dutch 
traders developed into international investors and 
bankers, the book throws interesting light on the early 
history of our own National Debt, of which at one time 
one-third was estimated to be held by Dutchmen. 
A worthy addition to the series of Cambridge Studies in 
Economic History, edited by Mr. M. Postan. 


“American Foreign Policy” 
By D. W. Brocan. (Oxford Pamphlets. Price 4d.) 
A BRIEF survey and explanation of the American 
outlook on foreign affairs, by the author of the classic 
book on the United States. 


“Norway and the War” 

By G. M. GATHORNE-HARDY. (Oxford Pamphlets. 
Price 4d.) 

THEIR present experience, the author suggests, may 
lead Norwegians, after the war, to seek security in closer 
association with the tree nations overseas—the British 
Empire and the United States—rather than in a purely 
Scandinavian policy which has been found wanting in 
emergency. 
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Appointments & Retirements 


Barclays Bank (D. C. & O) 

Sir Herbert James Stanley, G.C.M.G., has been appoin- 
ted a member of the Cape Local Board. 
Brown, Shipley & Co. 

The retirement has been announced at the end of 
1941 of Mr. Arthur John King, holder of the bank’s full 
procuration, after 38 years’ service. 

Clydesdale Bank 

Lieutenant-Colonel William A. Collins, D.S.O., chair- 
man and managing director of William Collins, Sons & 
Co., Ltd., has been elected a director of the Clydesdale 
Bank. Lieutenant-Colonel Collins is also on the Scottish 
local board of the Liverpool and London and Globe 
Insurance Co. 

Commercial Bank of Scotland 

Mr. William Shearer, chairman of Power Securities 
Corporation, Ltd., Balfour Beatty and Co., Ltd., and 
Scottish Power Co., Ltd., has been appointed an extra- 
ordinary director of the Commercial Bank of Scotland. 
District Bank 

The retirement is announced of Mr. Robert Crerar, a 
joint general manager, after 44 years’ service. He has 
been succeeded by Mr. W. F. Lonsdale, an assistant 
general manager and manager at Head Office. Mr. C. 
Butterworth, sub-manager at Head Office, has been 
appointed manager at Head Office and Mr. D. F. Pollard, 
manager of the Stafford branch, has been appointed 
sub-manager at Head Office. Mr. S. Higginbottom, chief 
accountant, has been appointed an assistant general 
manager. 

English, Scottish & Australian Bank 

‘Lord Huntingfield has resigned from the board of 
directors upon his appointment to the Governorship of 
Southern Rhodesia. He is also on the London board of 
the Colonial Mutual Life Assurance Society. 

Hongkong & Shanghai Banking Corporation 

In the place of Lord Ashburton, who is at present 
serving in the Forces, Sir Edward James Reid, of Baring 
3ros. & Co., Ltd., has joined the London committee of 
the Hongkong and Shanghai Banking Corporation. Sir 
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Edward is also on the board of the Provident Mutuat Life 
Assurance Association. 
Lloyds Bank 

After nearly 47 years’ service, Mr. R. S. Boyt, an 
assistant general manager, has retired ; he is succeeded 
by Mr. H. R. Harraway, formerly manager of Salisbury 
branch. 

Mr. S. Dudley has retired from the Colonial and 
Foreign Department after 43 years’ service. 
Martins Bank 

Mr. J. M. Furniss, general manager of Martins Bank, 
has been appointed chief general manager of the bank. 

Mr. James McKendrick has been appointed deputy 
chief general manager and Mr. F. A. Moore and Mr. 
Frank Voyce joint general managers. 
North of Scotland Bank 

Mr. Frank C. Thomson, accountant at Banff branch, 
has been appointed agent at Hopeman branch in suc- 
cession to Mr. Robert Fairlie, who has resigned. 
Provincial Bank of Ireland 

Mr. Patrick Bourke, chiet officer in Ireland of the 
Provincial Bank of Ireland, has been elected a director ot 
the bank. 
Queensland National Bank 

Mr. M. J. Ryan’s retirement from the board is 
announced. He is succeeded by Mr. H. C. Morrow. 








Obituary 


Col. T. E. Salvesen 
The death is announced of Col. Theodore E. Salvesen, 
at the age of 78, a director of the Commercial Bank of 
Scotland and senior partner in the firm of C. Salvesen & 
Co., of Leith. He was also chairman of the South Georgia 
Co., Ltd., and a director of numerous other companies, 
including the Scottish Insurance Corporation. 


Mr. Robert K. Blair 
Mr. Robert Kerr Blair, chairman of the National Bank 
of Scotland and a director of Lloyds Bank, has died at 
Edinburgh at the age of 66. M1. Blair was a partner of 
Blair & Cadell, writers to the Signet, and was also a 
director of the Scottish Equitable Life Assurance Society 
and a number of investment trusts. 





MARTINS BANK 


TAX INCIDENCE ON EARNINGS 


BUSINESS AND TURNOVER ACTIVE 


M:: FREDERIC ALAN BATES, chair- 


man, has issued a statement to share- 

holders of Martins Bank Limited, in 
place of the address he would normally give 
at the rr1th annual meeting of the bank on 
January 27, in which he savs :— 

Last month certain new appointments were 
made among the bank’s executive officers. 
Mr. J. M. Furniss, general manager, became 
chief general manager, Mr. James Mc Kendrick 
deputy chief general manager, and Mr. F. A. 
Moore and Mr. Frank Voyce joint general 
managers. Mr. Voyce will continue to be 
stationed in London. It gives me pleasure to 
acknowledge the high executive ability of 
these officers in their conduct of the bank’s 
affairs. 

Profits are now shown after deduction of 
tax on dividends. The change does not affect 
the final result, but shows more clearly the 
incidence of taxation on earnings. The net 
profit for 1941 is £587,248 against a net profit 
for 1940 (adjusted to the basis now adopted) 
of £641,427, but the decrease is more than 
accounted for by taxation. 

The amount brought forward from last year 
is £347,771, which with the profit of £587,248 
makes {935,019 available for distribution. 
An interim dividend of 74 per cent. was paid 
in July. It is proposed to pay a final dividend 
for 1941 at the same rate, making 15 per cent. 
for the year. The two dividends will take 
{312,003 net after deducting tax. There has 
been transferred to staff pension fund 
{100,000, and with uncertain times in mind 
a further sum of {150,000 has been placed 
to reserve for future contingencies, leaving 
£373,016 to be carried forward. 

Deposits have risen during the year by 
£34,290,000 to £157,600,000 due to heavy 
government expenditure on war production. 
Investments (a high proportion in short-term 
securities) have increased by £13,480,000 and 
now stand at £58,940,000. Treasury deposit 
receipts of {28,000,000 are held, as against 
£9,000,000 last year. 

Advances have decreased by some 
{5,600,000 due to contraction in business 
not considered essential to the prosecution of 
the war. In all essential industries the bank 
is very ready to help, and adopts a generous 
attitude to applications for advances to 
customers engaged upon war work. Business 
and turnover continue to be very active. 

Cash in hand and at the Bank of England 
stands at {17,621,000; quick assets, com- 
pnsing cash, money at call, balances with 
other banks, Treasury and other bills and 
Treasury deposits receipts being £66,351,000, 
that is 41.96 per cent. of deposits. 

I have confined my observations to the 
domestic affairs of the bank, the sound 
position of which fully justifies optimism 
in the outlook for the new year. 








OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 


CAPITAL,  £10,000,000 
PAID UP, = £5,000,000 


RESERVE, £1,250,000 


London: 
26, THROGMORTON ST., E.C.2 


Manager : Deputy Manager : 
R. S. C. Pearce F. Fisuer 
Sub-Managers : 
A. Sampson, A. Brown, W. G. Perrin 


Secretary to the Committee; W. Stewart McKus 
MANCHESTER : 56-69 Cross St. 


ISTANBUL: 
(Galata, Beyoglou, Yeni Cami) 





BRANCHES AND AFFILIATIONS 
THROUGHOUT THE NEAR EAST 





Drafts and Telegraphic Transfers Issued 
Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 


CIVILIAN 
WAR RISKS 


are normally covered 
WITHOUT 
EXTRA 
CHARGE 
under new 
WITH-PROFIT 
POLICIES 


cffected with the 
SCOTTISH WIDOWS’ 
FUND 


9 St. Andrew Square 
Edinburgh, 2 





BALANCE SHEET 


LIABILITIES 


Authorized: 7,500,000 Shares of £4 cach . £30,000,000 
3,000,000 Shares of fl each . 3,000,000 


Is | 
7,070,990 Shares £4 each, £1 paid. 7,070,999 0 0 
2,249,167 Shares of £1 each, fully paid 2,249,167 0 0 


9,320,157 0 @ 
Reserve . ; ° ° ° e ° 9,320,157 0 0 


Current Deposit and other Accounts, including aes for 
Contingencies . ‘ ‘ " ° £4162,028,017 9 


Bulances in account with Subsidiary insane 2 a ‘ 7,910,785 15 





469,944,803 4 4 
Notes in circulation in the Isle of Man ‘ . e ‘ 7 ; " . 18,366 0 @ 
Acceptances, Endorsements, and other Engagements on account of Customers 29,338,329 10 0 | 
Profit and Loss Balance, as annexed . * ‘ Pe ‘ i 4 ° 952,344 8 7 


CHARLES LIDBURY, Chief General Manager 9=——————-—— 
£518,894,157 2 tl 


C. GREGORY, Chief Accou 





£ 


terim Dividend of 9 per cent. (less Income Tax) on the £4 Shares paid in August last 318,194 1 





Interim Dividend of 6} per cent. (/ess Income Tax) on the £! Shares paid in August last 70,286 
Pank Premises Account : ‘ . . P : ; m . i - 100,000 
Officers’ Pension Fund . 5 . F ‘ . r . Pe - 300,000 


l‘urther Dividend of 9 per cent. (/ess Income Tax) making 18 per 
cent. for the year on the £4 Shares (£1 paid up) ‘ . £318,194 11 0 


Further Dividend of 6} per cent. (/ess Income Tax) making 12} 
per cent. for the year on the £1 Shares . ° P ; 70,286 9 4 


carned forward ° e ° ° ° 563,863 





952,344 


AUDITORS’ REPORT TO THE MEMBERS OF WESTMINSTER BANK LTD 
| 


We have examined the above Balance Sheet and compared it with the Books at Lothbury, Lombard Street, 

and Threadnecdie Street, and with the Certified Returns received from the Branches. We have verified the 
in hand and Bills Discounted at Lothbury, Lombard Street, and Threadneedle Street, and the Cash at 

the Bank of I land. We have also verified the curities held against Money at Call and Short Notice, and 

the Inv ents of the nk. We have obtained all the information and explanations we have required, and 

in our opimon the Balance Sheet is properly drawn up so as to exhibit a true and correct view of the state 

of the I *s affai »ccording to the best of our information and the explanations given to us, and as shown 

by the Bo f the Be > 

TURQUAND, YOUNGS, McAULIFFE & CO, 

KEMP, CHi ATTERIS NICHOLS, SENDELL & CO. | Chartered 

PRICE, WATERHOUSE & CO. Accountants 

STEAD, TAYLOR & STEAD 





Auditors London, 15th Fanuary 1942. 
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WESTMINSTER BANK LIMITED 


| December 3lst, 1941 


ASSETS 





s. d. 
Coin, Bank Notes, and Balances with the Bank of England . ‘ ‘ 49,251,226 8 
| Balances with, and <aagee in course of collection on, other Banks in Gees Britain 
} and Ireland ° “ ‘ . ° ° e ° ° 23,877,926 16 It 
| Money at call and short notice ‘ » ° ° ‘ ‘ ° e e 22,487,364 19 10 
|} Bills Discounted , ; ‘ ‘ ° ; ‘ ° ; 13,895,125 12 1 
| Treasury Deposit Receiprs ; ‘ ‘ ‘ : F P , ° ‘ 109,500,000 0 0 
Investments at, or below, Market Value: £ s. d. 
| Securities of, or guaranteed by, the British Government 
| (of which £1,412,805 7s. 6d. nominal is lodged for Public 
| Accounts and for the Note Issue in the Isle of Man) ‘ 143,676,804 11 2 
Domimon Government and British Corporation Securities 
and other Investments (There ts a contingent liability for 
uncalled Cap:tal respect of a portion of these Investments) 2,122,863 19 6 . 
| -_ 145,799,668 10 8 
| Advances to Customers and other Accounts : R ? 116,362,938 14 10 
Balances in Account with Subsidiary Companies 4 298,007 8 10 
—_—_--_—————- 116,660,946 3 8 
j Liability of Customers tor aaiidaaaraans eres and other Engagements, as 
per contra ‘ . : . ‘ 29,338,329 10 0 
Shares in Subsidiary Com apanies (at cost, lace amounts written off 
| Westminster Foreign Bank Limited: ( s. d. 
j 8,000 £20 Shares, fully paid } 
} 92,000 £20 Shares, £10 paid } . ° ° - 1,080,000 0 0 
Ister Bank Limited: 


U 
200,000 £15 Shares, £5paid . . . . .  . 8,912,500 0 0 





2,992,500 0 
Bank and other Premises (at cost, /ess amounts written off) . . ‘ e ‘ 5,091,069 1 


lwo 


£518,894,157 21 


| 





LOSS ACCOUNT Cr. 























| 

| 

' 

j £ s. d. 

| By Balance brought forward from 31st December, 1940 : * ; . , . 551,129 9 1 

» Profit for the year, after providing for Rebate and Taxation, end efter appropriations to 
the credit of Contingency Accounts, out of which accounts full provision for Bad 

| ad Doubtful Debts has been made . e ° e ‘ : ° e - 1,189,695 19 10 

i 

| 
£1,740,825 8 11 

a = en Tn SSE 

| STATEMENT PURSUANT TO THE COMPANIES ACT 1929 

| Directors’ Remuneration, inciuding Income ‘ax, and Fees paid to them by Subsidiary Companies, amounted 

|} to £36,4 is. 8d of the aggregate profits of the Subsidiary Companies for the year as have been 

deciared in div lud d in the Profit and Loss account above. The undivided balances of the profits 

| of the Subsidiary panies have beer rried forw ard te th yunts of those Companies. The Auditors’ 

| report on Westminster Forcign Bank Limi ted co mnt: ins the following qualification: ‘No information is available 

| in respect of the accounts of the Br.nches, all of wh ck are in enemy territory or deemed enemy territory.’ 

| Co uenuy the Balance Sheet of that Compar y does net contain a complete summary of its Assets and 

| Liabili 1$ at 30t Sep senile, 1941 

} R.E. BECKETT) CHARLES LIDBURY, Chief General Manager 

j M. N. HOGG Directors 

a IENHAM j C. GREGORY, Chief Accountant 


London, \5th Fanuary 1942. 
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BARCLAYS BANK 
LIMITED 


REVIEW OF AN EVENTFUL YEAR 


NOTABLE INCREASE IN DEPOSIT AND 
CURRENT ACCOUNTS 
MR. EDWIN FISHER ON NATIONAL 
SAVING 


HE 47th ordinary general meeting of 
T 3Zarclays Bank Limited was held at 
the Head Office of the Bank, 54, Lom- 
bard Street, London, E.C., on January 26. 

The following is the statement of the 
Chairman, Mr. Edwin Fisher, on the report 
and accounts for the year ended December 31, 
1941, circulated to shareholders :— 

Before making any detailed reference to 
various items in the balance-sheet, a few 
general remarks by way of introduction may 
be permitted. What I have to say is pur- 
posely confined to the domestic affairs of the 
bank—to my mind an appropriate course to 
take in these time The balance-sheet as at 
December 31, 1941, reflects, as is only natural, 
the influence on financial conditions of the 
intensified war effort of the country, which 
has been so marked during the past twelve 
months The year was notable for a great 
increase in our current, deposit, and other 
accounts and, on the other side of the balance- 
sheet, for a marked rise in the amounts lent 
to the Government in the form of Treasury 
Deposit Keceipts and longer-term British 
Government securities. There has been, 
however, a heavy decrease in our total of 
bills discounted and a further falling off in 
our advances to customers. 

We have had to solve many staff problems 
connected with the calling-up of our men for 
service with the Forces and to deal with the 
difficulties occasioned by damage to our 
premises from enemy action. The country 
has experienced a great decrease in enemy 
bombing for several months, but certain of 
our branches sustained damage in air raids 
during the year. Where this happened, the 
interruption to the smooth conduct of 
business was reduced to a minimum, and the 
spec ial arrangements made to cope with such 
disturbances were again found to work 
with smoothness and efficiency. 


CONVERSION OF SHARES INTO STOCK 


As you will see from the Notice of Meeting, 
we are proposing to convert our “ A,” “ B,”’ 
and ‘‘C”’ shares into stock. This step will 
save a great deal of clerical labour by 
eliminating the necessity of checking defin- 
itive numbers of shares in share registers, 
transfers, and certificates. It will not be 
necessary for shareholders to send to us their 


present certificates for alteration. The board 
propose to fix {1 as the minimum amount of 
the stock of each class which will be trans. 
ferable. 

It would also seem to be an opportune 
moment for adopting the common form of 
transfer for our “‘ A’’ and “‘ B”’ capital. The 
use of a special transfer form is required by 
Article 19 of our Articles of Association and 
therefore a special resolution to vary this 
procedure is necessary. Accordingly, an 
extraordinary general meeting of the share. 
holders has been called for Monday, Feb. 
ruary 9 next, so that the alteration can be 
carried out. The transfer arrangements 
relating to the ‘‘ C ”’ capital, which is reserved 
for the staff of the bank, will not be disturbed 
I have little doubt that these proposals wil) 
meet with the approval of the shareholders 


THE BALANCE-SHEET 


The total of our current, deposit, and other 
accounts has attained a record figure of 
£645,185,397, against £546,914,676 at the 
end of 1940. This further expansion conforms 
to the general pattern of banking figures 
during the past twelve months. 

Due recognition can well be given to the 
great service which the banking system of 
this countrv renders in mobilizing the credit 
resources of the country in a manner which 
enables them to be utilized for the benefit of 
the community in peace or war. The network 
of branches covering all parts of the country 
collects the deposits of the public and the 
system which has been developed by care and 
experience enables these deposits to be utilized 
for lending to the Government and to trade 
and industry, and thus facilitates the employ- 
ment of workers and the production and 
marketing of goods. At the same time, the 
depositor knows well that his deposit will be 
available for him to use at any time. 

One further word on the subject of our 
increased deposits. It would be idle to 
pretend that the rise in our deposits has not 
helped our earning power, but the extent to 
which we have benefited should not be 
allowed to get out of true perspective, for 
when we come to examine the increased cost 
of administration, the special war-time ex- 
penditure, and the heavier taxation which has 
to be borne, it is perhaps not surprising that 
there has been a diminution in the net profit, 
as will be seen from the figures to which later 
reference is made. 


EXTREMELY LIQUID POSITION 


In view of the increased importance of 
Treasury Deposit Receipts as a means of 
financing the floating debt requirements of 
the Government, it is not surprising that the 
total of our bills discounted is lower at 
£49,343.437, against {61,822,742 twelve 
months earlier. Of the total of bills dis- 
counted at the end of 1941, no less than 
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{32,080,000 consisted of | Treasury Bills. 
Nevertheless, our specially liquid assets, com- 
rising cash in hand and with the Bank of 
England ; balances with other British banks 
and cheques in course of collection ; money 
at call and short notice; bills discounted ; 
and Treasury Deposit Receipts, total 
£315,694,392, a ratio of 49 per cent. of our 
current, deposit, and other accounts. It will 
be seen, therefore, that our position is 
extremely liquid, and that we are favourably 
placed to deal with any eventualities that 
may arise. 
ADVANCES AND INVESTMENTS 

If we turn to the other earning assets, it 
will be noticed that our advances total 
{£174,234.477, representing 27 per cent. of our 
current, deposit, and other accounts, whereas 
our investments (excluding those in subsidiary 
banks) total £168,219,936, representing 26 per 
cent. of those accounts. Time was when we 
looked to lend 50 per cent. of our deposits 
in the form of advances, a percentage which, 
in more spacious days, was considered a 
fitting proportion to be lent in this way. 
It is not that bankers have become more 
nigvardly or less willing to lend. Circum- 
stances have come into play which are so 
well known to you that they need not be 
referred to in detail. It is true to say that, 
as a result of the war, industry as a whole is 
more fully occupied than in peace-time. 

On the cther hand, certain businesses which 
are less essential for the prosecution of the 
war are doing less work. Moreover, many 
transactions are now financed by the Govern- 
ment in one way or another, with the result 
that trade and industry need less of our 
money by way of Banking Advances and 
this money, instead, must find a resting place 
in the more prosaic field of investment. 
Compared with a year ago, our investments 
have risen by £46,745,081, the increase being 
more than accounted for by larger holdings 
of British Government securities, mainly 
through subscriptions to the new Government 
issues 

It is some solace to us that, compared with 
our investments, our advances are still in the 
lead, but the margin is a slender and narrow- 
ing one, and we hope that after the war our 
advances will be found in the ascendancy. 


IMPORTANCE OF NATIONAL SAVING 


By heavy taxation of income, by the drive 
for new savings, by rationing, and by price 
control, the Government has been able to keep 
in check the dangers of inflation. No small 
part of this success has been due to the energy 
and leadership of those directing the National 
Savings Movement. We must, however, at 
all times be alive to the possibilities of infla- 
tion, which are ever present, and in this 
connexion one has only to look at the high 
level of banking deposits and at the mounting 
total of the note circulation. 
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The rise in the note circulation is no doubt 
very largely due to higher amounts paid out 
in wages to individual workers and to the 
great increase in the numbers of people 
employed, which is shown not only by the 
fall to an insignificant level of the total of 
persons registered as unemployed, but also 
by the bringing into active employment of 
those not previously engaged in industry 
Part at least of the increase in the note 
circulation may represent additional money 
in the pockets of the people, which would be 
better employed if invested in National 
Savings Certificates or some other Govern 
ment security, and it is the duty of each one 
of us to see that money does not lie idle to 
the detriment of the war effort. 

DUTY OF CITIZENS 

We, as citizens, should continue to give 
every support to the Government by pro- 
viding funds, through savings, to equip the 
fighting Forces with the weapons they need 
and our efforts in this direction, coupled with 
the other measures which the Government 
has taken, should enable this country to 
emerge from the war without having to face 
the very serious difficulties which inflation on 
a large scale would assuredly bring in it 
train. 

NET PROFIT AND DIVIDENDS 

The net profit of the bank for the year 
ended December 31 last, after payment of 
all charges and after making provision for all 
bad and doubtful debts and for contingencies, 
amounted to /1,353,302 13s. 3d., which com- 
pares with the figure of £1,525,605 16s. for the 
year 1940. The sum of £546,704 5s. 6d. was 
brought forward from December 31, 1940, 
making a total to be dealt with of 
{1,900,006 18s. gd. As will be seen from the 
report, the directors have allocated from the 
profit for the year {200,000 to contingency 
account and {150,000 to premises reserve 
account (for deferred repairs and reinstate- 
ment). 

Interim dividends at the rates of 5 per cent. 
on the ‘“‘A”’ shares and 7 per cent. on the 
“BB” and ‘‘C”’ shares, less income-tax in 
each case, were paid on August 8 last, 
amounting to £520,734 os. 8d. The directors 
now recommend the payment of final divi- 
dends of 5 per cent., making 10 per cent. for 
the year, on the “‘ A ’”’ shares, and 7 per cent., 
making 14 per cent. for the year, on the 
“a amu “s shares, less income-tax, 
involving a sum of £520,734 os. 8d., and 
leaving a balance of £508,538 17s. 5d. to 
be carried forward. That is what we propose, 
and I hope that shareholders will feel satisfied 
with the results which we have been able to 
show, having in view the increased taxation 
which the gross profit had to bear. 

The Chairman, in conclusion, paid a tribute 
to the work of the staff. 
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DISTRICT BANK 
LIMITED 


STATEMENT BY THE CHAIRMAN, 
SIR R. NOTON BARCLAY 


Meeting of Shareholders of District Bank 
Limited, was held yesterday at the Head 
Office, Spring Gardens, Manchester. 

The Chairman, Sir R. Noton Barclay, 
presided. His statement, which had pre- 
viously been circulated to Shareholders, was 
taken as read, and was as follows : 

I am repeating last year’s procedure and 
sending a copy of my annual statement with 
the accounts. 

At the request of the Government a number 
of our Directors have undertaken special 
responsibilities which are making heavy 
demands on their time and energy. I know 
you will join with me in extending to them our 
good wishes in their exacting duties. 

In the administration of the Bank I have 
some recent changes to report. After long 
service Mr. Robert Crerar, one of the Joint 
General Managers, has retired on pension, and 
we wish him health and happiness in his well 
earned retirement. Mr. W. F. Lonsdale, an 
Assistant General Manager and Manager of 
Head Office, has been appointed a Joint 
General Manager, and he is succeeded as 
Manager at Head Office by the Sub-Manager, 
Mr. Clifford Butterworth. 

THE BALANCE-SHEET 

The annual report and balance-sheet are 
presented in the third year of war, and the 
accounts indicate the abnormal conditions. 
With remarkable consistency the resources of 
all the banks have increased throughout the 
year, and we find ourselves with record 
balance-sheet figures of nearly £141 millions. 
On the liabilities side deposits are increased by 
over {25 millions, a large part of the increase 
being the direct outcome of the war, although 
the circumstances giving rise to this are by no 
means uniform or static. Last year I men- 
tioned several reasons for the increased 
lodgments, and these causes still obtain, 
though delays in postal services are now of less 
importance, while the effects of the Govern- 
ment’s war disbursements have become more 
pronounced. Gradually the action of the 
authorities has dominated the situation, and 
it now looks as if Government disbursements, 
rather than the other factors to which I 
referred a year ago, will continue to expand 
banking figures. Our deposits come to us 
from a very wide and growing public, as is 
indicated by the progressive increase in the 
number of our accounts, as well as from 
important trading units possessed of more 
liquid resources. These resources have 
expanded as a result of Government expendi- 
ture, a general reduction of trading stocks, 
and an accumulation of funds as provision 
against taxation liabilities. It is anticipated 
that in future this last-mentioned factor will 
exercise less influence than hitherto by reason 
of the method offered by the new Tax Reserve 
Certificates for dealing with such funds. 

A year which has increased balance-sheet 
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totals by approximately 22 per cent. naturally 
produces notable changes in the distribution 
of our assets. An outstanding feature of this 
war-time situation is the item Treasury 
Deposit Receipts, the total of which is more 
than double that of last year. Broadly speak. 
ing, this higher figure indicates an earmarking 
for the Government’s use of much of the 
increase in our assets. These Receipts, some 
of which mature almost every week, the maxi- 
mum life being six months, are included in 
our short assets, bringing them to a total of 
nearly £63 millions, representing the high 
ratio of 48 per cent. of deposit liabilities, 
Investments, which, as usual, are shown in 
the balance-sheet at much below their market 
value, figure at £48,852,551, being over {15 
millions up on last year. Our effective help 
to the Government through short, medium 
and long term securities approaches {£86 
millions, or 66 per cent. of our depositors’ 
money. In this connection I should mention 
that the Bank has given every assistance in 
its power to the local War Weapons Weeks 
held in the early part of 1941, and is now doing 
the same as regards the Warships Weeks by 
taking up stock and by encouraging customers 
to invest their savings in Government securi- 
ties currently on tap. Beyond this, support 
for the war effort, though perhaps less direct, 
is afforded by loans and advances to indus- 
trial concerns for war production, and in this 
connection, subject to sound banking practice, 
we, of course, do what is in our power to 
assist all customers engaged in work of 
national importance. Despite this, however, 


our lendings have declined and reasons put 
forward by me for the lower figures of last 
year, namely, a curtailment of the trade of 
non-essential industries through restriction of 
supplies, Government finance for bulk pur- 
chases of raw material, and repayment of 
private advances, still hold good as explana- 


tions for our present reduced totals. Since an 
important factor in the reduction of custo- 
mers’ borrowings is the repayment of loans 
relating to non-essential work, the residue of 
our lendings is more and more directed to the 
war eliort. 
PROFIT AND LOSS ACCOUNT 

The net profit for the year ended 31st 
December last, after payment of all expenses, 
and after providing for bad and doubtful 
debts, contingencies and taxation amounted 
to £417,285, which is a reduction of £28,733 as 
compared with the figure for 1940, and is fully 
accounted for by increased taxation. I think 
you will agree this is a satisfactory result 
having regard to the increased expenses we 
have had to meet. As you are aware, we 
make up the pay of men who are called up for 
service to the salaries they were receiving 
when in the Bank, and to take their places 
it has been necessary to engage a great 
number of temporary clerks. [Expenses have 
also increased in other directions. Against 
this our earnings have expanded to some 
extent from increased resources, though, as 
much of the latter is lent to the Government 
on short term the average percentage yield 
on our assets records a marked decline on last 
year. Also in war-time we have to forgo 
much profitable business by reason of 
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exchange regulations and by our having to 
decline accommodation for non-essential 
purposes. A ; 

To the profit for the year is added the 
amount brought forward from last year, 
£298,329 7S. 5d. making a total of 
£715,014 9s. 8d. The Directors have appro- 
priated £80,000 to Pensions and Annuities 
Fund and £60,000 to Bank Property Account. 
The interim dividend for the half-year ended 
30th June, 1941, on the ‘‘A’’ and “C’”’ 
Shares at the rate of 18} per cent. per annum, 
less income tax, and on the “‘ B”’ Shares at 
the rate of 10 per cent. per annum, less income 
tax, absorbed £129,836 5s. 8d., and the 
Directors recommend final dividends for the 
year at the same rates, which will leave a 
balance to be carried forward to the next 
account of £315,941 18s. 4d. 


FINANCE AND TRADE 


I will touch upon the general situation 
within a few paragrag hs. 

First, the underlying reasons I have already 
mentioned for the increase in Bank deposits, 
prompts me to digress for a moment on the 
vexed question of war-time inflation. No 
war, least of all this present one so stupendous 
in its expenditure, can be waged without a 
measure of inflation. Granted that to some 
extent the trend of bank deposits indicates 
inflation, as does that of the note issue, too 
much anxiety and foreboding can be read 
into these movements if proper allowance is 
not made for the vastness of our war produc- 
tion, and for the requisite finance, which, 
provided it is proportionate to the additional 
output, is not inflationary. Again, inflation 
can become a bogey if due consideration is 
not given to the many emergency needs for 
cash and bank credit which never really enter 
into spending. 

With these reservations, however, I will 
pass on to what is really disconcerting, 
namely, the present volume of spending on 
consumption goods, a _ condition plainly 
indicative of an excess of purchasing power 
still in the hands of the public, but, be it 
noted, a limited public, bearing in mind that 
far-reaching controls now restrict the spend- 
ing of large numbers of people, also of many 
business concerns. The growth of spending 
is largely the result of the substantially 
increased cash incomes of wage earners, and 
these expanding figures, and their effect on 
consumption and prices, indicate that the 
problem has been created owing to the 
absence of a well considered real, as distinct 
from monetary, wages policy. Unless some 
definite action to control wages is promptly 
taken inflation is inevitable, bringing in its 
train hardship to all classes, and not least to 
wage earners themselves. It is to be hoped 
the recent announcement that a Government 
Committee has been appointed to consider 
wages policy indicates that this problem will 
now be boldly faced. 

In the narrowing ot the home markets, in 
the restrictions on exports and the necessary 
concentration of production, many industries 
have suffered greatly. Nevertheless, while 
those concerns engaged on what, under 
present circumstances, must be regarded as 


non-essential industries are most adversely 
affected, and in many cases are gradually 
being brought to a standstill, others, 
employed on Government requirements and 
production vital to the life of the nation are 
enjoying a period of unwonted activity. 

For the time being it is inevitable that our 
export trade should be greatly restricted, and, 
as in the last war, this will largely stimulate 
local production in our overseas markets. 
Therefore, while immediately on the ter- 
mination of hostilities we may look for great 
activity in order to make good the ravages of 
war, and replenish depleted stocks, it would 
seem likely that when trading conditions once 
again become normal we shall be faced with 
great difficulties in finding adequate outlets 
for our productions. The promulgation of the 
Atlantic Charter, however, gives substantial 
promise for this more distant future, as, 
provided the economic clauses therein are 
fully implemented, we can hope for such an 
expansion of world trade as may absorb the 
output of industry, not only speedily but 
continuously, so that producers in all 
countries may look forward to an enduring 
demand for their products. 


OFFICIALS AND STAFF 


It is with deep regret that I have to inform 
you that some of our staff have lost their lives 
whilst on active service. I know you will join 
with me in paying homage to their memory, 
honouring their great sacrifice, and extending 
to their relatives our sincere sympathy. 
Others of our employees have been reported 
missing, and more are prisoners of war. Our 
solicitude extends to each gallant man and 
to those anxious ones who are near and dear 
to him. 

The continued call-up of men for active 
service, the training of those who take their 
place, and the proper observance of the 
numerous and complicated war duties 
required of the banks by the Government, 
places greater responsibilities and worry on 
those who remain, and particularly on those 
in authority. To release still more men we are 
continuing our policy of closing offices, and 
are reducing the hours of attendance at 
many others. In dealing with these problems 
every consideration is ,iven, so far as cir- 
cumstances permit, to the convenience of 
customers. 

All members of the staff are to be con- 
gratulated on the skilful execution of their 
difficult tasks. In the continued efficiency 
of our services we are justified in taking con- 
siderable pride, and to both the permanent 
and temporary staff 1 have pleasure in 
expressing our sincere appreciation. Beyond 
this I should, as last year, like to add a word 
of commendation and thanks to those who so 
loyally and conscientiously guard our 
premises by undertaking fire-watching duties, 
a work often done at great inconvenience, and 
which is worthy of all praise. 

The report and accounts were adopted and 
the retiring Directors were re-elected. Messrs. 
Halliday, Pearson & Co., and Mr. Leslie Shaw, 
the retiring auditors, were re-appointed. 

After the usual vote of thanks the 
proceedings terminated. 





LLOYDS BANK 
LIMITED 


GROWTH OF LIQUIDITY 


IMPORTANCE OF NATIONAL SAVING 


LORD WARDINGTON’S ADDRESS 


HE Annual General Meeting of Lloyds 

Rank Limited was held on January 30, 

1942, at 71 Lombard Street, London, 
E.C 

The address of the Chairman of the bank, 
the Rt. Hon. Lord Wardington, which would 
normally have been delivered at the Annual 
General Meeting, was, as last year, posted to 
the shareholders with the annual report and 
balance-sheet on January 22 in order to 
shorten the business of the meeting. 

In his address Lord Wardington stated :— 
My Lords, ladies and gentlemen,—There are 
a great many subjects which a bank chairman 
might be tempted to discuss in these present, 
difficult times. In looking to the future we 
may all agree, as no doubt we do, with the 
general principles laid down in the famous 
Atlantic Charter, but the business of a banker 
is concerned primarily with the practical 
application of principles and the effect which 
they may have on his daily work. 

Any working out in detail of general prin- 
ciples is not possible at the present time, as 
we cannot see what will be the prevailing 
conditions at the end of the war, or to what 
extent we may be able to count on the co- 
operation of other countries, or to what 
degree they may be content to waive some 
of their individual sovereign rights for the 
common good of all. In all questions con- 
cerning currency and exchange control the 
right of access to raw materials, self- 
sufficiency ambitions, fiscal policy—in all 
these and many other matters there must be 
a ready and loyal recognition of the necessity 
for some international agreement and control, 
and of the fact that we shall all be neigh- 
bours, independent if you will, but all inter- 
dependent and incapable of taking individual 
action without some repercussion on the 
fortunes of others 

It is easy to generalize, but this is outside 
a banker’s duty, and as it is not possible with 
our present knowledge to dogmatize about 
the practical application of general principles, 
I propose to confine myself to facts about 
our own bank's position I may, however, 
express a hope that before any precise scheme 
or schemes are officially announced, those 
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who will be concerned to a greater or less 
extent in putting them into force may be 
brought into consultation as to the necessary 
machinery for so doing. i 


PROFITS AND DIVIDEND 


The net profit brought in, after making al} 
necessary and proper provisions, is 1,274,199 
a decrease of £109,608. We have had much 
larger resources at our disposal during the 
year, but a substantial proportion of them 
continue to be employed at a low rate of 
interest, whilst our overdrafts, which earn a 
higher yield, have continued to shrink, and 
our expenses, particularly our salary bill, 
have again largely increased. Our published 
figure of profits you will see enables us to 
recommend the same dividend as last year, 
and to put on one side £350,000 against any 
contingency, and at the same time to increase 
slightly the amount carried forward. 


BALANCE-SHEET 


The salient points of our balance-sheet are 
that during the year we have lent £95,000,000 
more to the Government—{65,000,000 on 
Treasury Bills and Treasury Deposit Receipts 
and £30,000,000 in further investments in 
National War Bonds. These increased assets, 
after allowing for the further shrinkage of 
{12,000,000 in our overdrafts, find their 
counterpart on the liability side of our 
balance-sheet in the greatly increased total of 
current, deposit, and other accounts, which 
stand at the record figure of £581,000,000 
These, quite briefly, constitute the principal 
changes in our figures during the past year 

LARGE FIGURE OF INVESTMENTS 

Nearly half our assets are now in such a 
liquid form that they contribute only 1 per 
cent. to our ever-growing expenses. It may 
seem to some of you that this is not altogether 
a satisfactory state of things, and that some 
portion of our liquid assets might with advan- 
tage to our profits be transferred to higher 
yielding investments. This is quite true, but 
I ought to point out that our investments for 
the first time in our history stand at a higher 
level than our total overdrafts, and that the 
total of £163,000,000 at which they appear in 
our balance-sheet is such a large figure that 
even a moderate percentage fall in this value 
would represent quite a substantial sum. Con- 
siderably less than a quarter of our total 
resources are lent to our trading and manu- 
facturing customers—and that for destructive 
rather than productive purposes. 

In the last war changes in our figures were 
of a fluctuating and inconsistent character, 
whereas since the beginning of this war they 
have been uniformly in the same direction. 
We think we can see here evidence of a surer 
purpose and a firmer control in the national 
finances. 
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THE NECESSITY OF SAVING 


To what extent we may experience further 
increases in our deposits largely depends on 
the willingness of our depositors to lend their 
surplus balances to the Government. Savings 
groups all over the country, on which mem- 
bers of our staff are patriotically giving their 
willing service, have been urging the public to 
withdraw their balances with the banks to 
the greatest extent possible and invest them 
in the various forms of savings loans which 
the Government has put at their disposal. 
This is a patriotic duty as well as an advan- 
tage to the individual. 

So much has been said already on this sub- 
just that I almost hesitate to dwell on such a 
well-worn theme. It is, however, impossible 
to exaggerate its importance, and I would 
like to add my testimony to the paramount 
necessity of saving everything possible and 
of retraining from entering into the harmful 
competition of trying to buy consumable 
goods, the quantity of which is limited and 
the price of which tends to increase with every 
fresh competition to buy, while the effect is 
to diminish the purchasing power of the 
pound. 


DISADVANTAGES OF INFLATION 


If, however, the pounds are saved, pur- 
chasing power will be maintained and after 
the war, when we are again producing con- 
sumable goods instead of weapons of war, we 
may hope to be in a position to buy what we 
want at a less cost than would otherwise be 
possible. Every one recognizes the disadvan- 
tage and dangers of inflation, and it is 
essential for every one in his own interest 
and that of the State to see that he does 
not contribute by any action of his own in 
bringing it about. 

It is true that whether a depositor invests 
his balance himself or leaves it in the hands 
of his bank, the Treasury in either case gets 
the benefit of the money, as the bank in the 
latter case will invest it in Treasury Deposit 
Receipts or other forms of Government loan ; 
but as long as the balance is left in the books 
of the bank at the disposal of the depositor, 
the temptation and power to draw it out and 
spend it always remain. 


TAX RESERVE CERTIFICATES 


The scheme of tax reserve certificates re- 
cently announced by the Chancellor of the 
Exchequer will have the effect, I have no 
doubt, of inducing the earlier transfer from 
the banks of moneys accumulated for the 
payment of taxes, and will serve as some 
check on the velocity of increase in our 
deposits. This is all to the good, and will be 
of advantage to the Treasury and the tax- 
payer alike. I feel convinced that many 
firms and individuals will be anxious to 
avail themselves of the facility now offered 
to them. 


COUPON BANKING ACCOUNT SCHEME 


In addition to the other multifarious duties 
which the banks have undertaken in con- 
nection with the war effort, we have recently 
agreed to operate an entirely new service of a 
somewhat novel character which, we believe, 
will be welcomed not only by the Board of 
Trade, to whom the conception of the scheme 
is due and with whom the banks have co- 
operated in working out the detailed pro- 
cedure, but also by large numbers of our 
customers who are concerned with the manu- 
facture, merchanting, and retailing of goods 
to which the Consumer Rationing Order, 
1941, applies. 

Under this Order the public have to sur- 
render coupons for all purchases of clothing 
and footwear, and these coupons have to be 
passed back from the shops through all the 
various branches of the trade—the wholesaler, 
the maker-up, the manufacturer—before each 
in turn can replenish his stocks. 


GREAT SAVING OF LABOUR 


When one considers that at 66 coupons a 
year per head of population an issue of close 
on three thousand million coupons is involved, 
which at present have to be counted and 
checked, not once only, but three or four times 
on their journey from the ration-books of the 
public to the textile mill or the tannery, one 
can appreciate the amount of labour involved 
in the mere handling of the coupons. 

The scheme which has been evolved and 
which it is hoped shortly to bring into opera- 
tion will greatly facilitate the transfer of 
coupons between traders by reducing to a 
minimum the irksome labour of counting and 
recounting the coupons and by obviating dis- 
putes and claims for coupons lost, stolen, or 
destroyed. The coupons themselves will, in 
fact, only pass from the retailer to his banker 
and thereafter will be replaced by certified 
transfer orders. The banks will operate for 
every trader affected by the Order a separate 
account in which the currency will not be 
pounds, shillings, and pence, but clothing 
coupons. I need hardly say that no over- 
drafts on these coupon accounts will be 
permitted. 


CLOSING OF UNESSENTIAL BRANCHES 


Another matter in which both our staff and 
our customers are interested is the closing of 
unessential branches. We have since the 
outbreak of war closed altogether 360 offices 
—some of them as part of a mutual arrange- 
ment with other banks, some without such 
arrangement. Our policy in this connection 
is dictated with two main objects in view— 
to maintain those banking services which are 
essential to the war effort and at the same 
time to release as many men as possible for 
the fighting services, and to reduce expenses. 
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MIDLAND BANK 
LIMITED 


BY THE CHAIRMAN, 
HON. R. McKENNA 


STATEMENT 
THE RIGHT 


HE Chairman did not deliver a speech at 

the annual meeting on January 29. In 

place thereof a statement was circulated 
to shareholders with the report and bal- 
ance sheet. A summary appears below. 


The influence of the war on our organization 
has again been of major importance. Up to 
date about men have joined up— 
nearly one-half of the total male staff of all 
ages at the outbreak of war. Meanwhile the 
amount of work to be done has not diminished. 
There has been a shrinkage in transactions 
on private account, but this has been offset 
by the vast and growing volume for Govern- 
ment departments. The dilemma confronting 
us has been overcome partly by longer 
working hours and partly by further employ- 
ment of temporary staff. In addition, 
economy in personnel has been obtained by 
closing about 300 offices where this could be 
done without impairing essential service to 
the public. 


5,000 


The net profit for the year is slightly 
higher than for 1940, the large increase in 
the amount payable for income tax and 
national defence contribution having been 
more than counterbalanced by the expansion 
of our business and the smaller provision 
required for bad and doubtful debts. 


FINANCIAL AND MONETARY 
MANAGEMENT 


It is rightly no part of Government policy 
to help the banks to make additional profit : 
on the contrary, how economically the 
financial affairs of the nation have been 
conducted may be seen from the combined 
figures of the clearing banks and from the 
Exchequer return 


After summarizing the figures the state- 
ment continues: The covering of the budget 
deficit in the manner described has been a 
great achievement in combined financial and 
monetary management Anyone whose 


memory is long enough must have been 
struck by the differences between the interna} 
financial measures adopted in the two great 
wars. Most evident is the more extensive 
and more active official control over financia] 
operations: the capital market is rigidly 
reserved for Government borrowings and a 
few other approved issues ; foreign exchange 
transactions are regulated in the utmost 
detail; the Government itself provides 
direct finance for a large volume of essential 
war production, and lays down the general 
lines the banks should follow in making 
advances to their customers. 


Added to this is a more definite and 
explicit monetary policy. Here, as in the 
controls just mentioned, the closest co-opera- 
tion has come to be maintained as a matter 
of course between the Treasury and the Bank 
of England and between the central bank and 
the commercial banks. The task of financing 
“total war ’’ requires a standard of executive 
action not easily attained by men brought up 
in the rightly precautionary methods of the 
civil service; but the qualities of under- 
standing and judgment, so well represented 
in that service, have been brought with con- 
spicuous success into close and constant 
alliance with the inventiveness and adapt- 
ability which have become characteristic of 
the central bank. Our own part is largely a 
technical one ; but whenever difficulties have 
arisen in carrying out directions —difficulties 
which sometimes call even for modifying the 
directions themselves—our representations 
have always been received at the Bank of 
England and in the Government departments 
concerned with unfailing attention and 
resourcefulness. 


ADVANTAGES GAINED 


All this, however, is only part of a highly 
creditable record. Not only has the war so 
far been financed at an average rate of less 
than two per cent., but the trend of rates has 
been downward—a striking contrast with 
experience in the last war. The downward 
movement has been confined to those 
securities which are taken up mostly by 
financial and other institutions: the small 
individual saver is lending to the Govern- 
ment on terms no less favourable to him now 
than at the beginning of the war. The distinc- 
tion, however, is fully justified by its psycho- 
logical value in encouraging maximum per- 
sonal savings. 


Then again, while we must not overlook 
the influence of other measures of control, 
the methods adopted for financing the war 
have helped to minimize inflation. Indeed, 
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notwithstanding the growth in the volume 
of money and the upward course of prices, it 
may properly be concluded that there has 
been little inflation so far, the rise in prices 
being attributable to non-monetary causes 
which it would have been almost impossible 
to offset by monetary means. In any event 
the rise in the cost of living index number to 
date has been much less marked than in the 
corresponding period of the last war, not 
withstanding the incidence of the purchase 


tax. 


The experience gained in the past ten years 
in currency policy has contributed materially 
to this advance, which has carried us a long 
way on the road from a supposedly self- 
regulating system to one of continuous 
management. We have only to look at the 
results in order to see how great has been 
the improvement upon the methods practised 
in the last war. Although this time again a 
huge creation of national debt has been 
inevitable, the proportion of Government 
expenditure which has been covered in that 
way is smaller, and the current rate of charge 
falling on the Exchequer vastly reduced. 
Moreover, the instrument of taxation has 
been used more with the conscious purpose of 
diverting to the Government a large part of 
the purchasing power which, if left in private 
hands, might be used to bid against the 
Government for limited supplies of goods 
and services. Another means towards the 
same end has been the device of ‘‘ compulsory 
saving,” which defers purchasing power until 
a time after the war when it may perform a 
valuable economic and social function. 


POST-WAR PERILS 


So far, then, the record is satisfactory ; 
but we must not forget that there may be 
many post-war perils ahead of us. Last time 
the worst excesses of overspending, inflation, 
speculation and capital expansion came not 
during, but shortly after, the war, with 
disastrous consequences that are still remem- 
bered. The risk of a similar catastrophe 
after this war may be all the greater in that 
restrictions have been more severe. Accor- 
dingly there should be no hasty abandonment 
of necessary controls in finance, particularly 
of the capital market and of foreign exchange 
transactions. The natural predisposition to 
get rid of all restrictions as soon as the war 
is over must be resisted. We must profit 
by experience in using to the full the essential 
driving force of individual enterprise in the 
post-war conditions the general shape of 
which experience may help us to foresee. If 
we are wise in our perception of the proper 
limits within which freedom and control 
should respectively operate, a _ financial 
System can be evolved which will be a 
powerful factor in the creation and main- 
tenance of national well-being. 
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STATEMENT OF ACCOUNTS 
December 31, 1941 


LIABILITIES 
Capital paid up 
Reserve Fund 


Current, Deposit and other 
Accounts ; 


Acceptances and Con- 
firmed Credits ... 


Engagements 


ASSETS 
Coin, Notes and Balances 
with Bank of England 


Balances with, and 
Cheques on other Banks 


Money at Call and Short 
Notice .. : F 


Bills Dscounted (British 
Treasury bills £30,196,.83) 


£ 
15,158,621 


12,410,609 


637,2(6,091 


4,€85,593 
9,8i.,130 


75,553,266 
30,257,946 
22,214,419 


33,461,839 


Treasury Deposit Receipts 159,000,000 


Investments 


. 206,146,013 


Advances & other Accounts 169,812,4.6 


Liabilities of Customers for 
Acceptances, etc. 


Bank Premises 


Shares in Yorkshire Penny 
Bank Ltd. i San 


Shares in Affiliations: 
Belfast Banking Co. Ltd. 
The Clydesdale Bank Ltd. 
North of Scotland Bank | 

Ltd. ; 


Midiand Bank Executor 
and Trustee Co. Litd.... 


14,701,723 
9,089,436 


937,500 


8,302,416 


HEAD OFFICE: 
POULTRY, LONDON, E.C.2 





136 


WESTMINSTER BANK 
LIMITED 


EFFECTS OF UNPRECEDENTED WAR 
EXPENDITURE 


INCREASE OF DEPOSITS 


PROGRESSIVE GROWTH OF 
LIQUIDITY 


HON. RUPERT BECKETT’S REVIEW 


HE Annual Ordinary General Meeting 

of the Westminster Bank Limited was 

held at the Head Office, 41, Lothbury, 
London, E.C., on January 28. 


The following is the statement of the 
Chairman, the Hon. Rupert E. Beckett, 
circulated with the report and accounts for 
the year ended December 31, 1941, to the 
shareholders : 


Following the procedure which was adopted 
last year it is my intention to give, in the 
form of this printed statement, the informa- 
tion upon the year’s accounts to which the 
attention of shareholders should be particu- 
larly directed The proceedings at the 
meeting will therefore be confined to the 
submission of the customary resolutions to 
the shareholders present and to any discussion 
arising thereon. 


CHANGES IN DIRECTORATE 
Before commenting upon the figures I must 
refer to changes which have taken place in 
the directorate of the bank. The board have 
lost by death two of their colleagues—the 
Hon. l’rancis N. Curzon and the Marquess of 
Willingdon. Mr. Curzon joined the direc- 
torate of Parrs Bank as long ago as 1914 and 
had therefore served as a director for the 
long period of years. Lord Willingdon 
joined the board 1936, and though his 
term of office was short he served with distinc- 
tion In March of last year Dr. W. H 
Coates, a director of Imperial Chemical 
Industries Limited, was elected to a seat 


on our board. Soon after his election he was 
requested by the Government to undertake 
an important mission overseas, and it was 
not until January 1 this year that he was 
able to assume regular duties at the bank. 


We welcome Dr. Coates and are pleased to 
have his co-operation as one of our directors. 
It is with regret that I report the death, 
while in the active service of the bank, of 
one of our general managers, Mr. John 
Harris, who faithfully served the bank over 
the long period of 41 years. To fill the 
vacancy thus created the directors have 
appointed as a joint general manager Mr. 
L. P. Meredith, who had been an assistant 
general manager for some years past. 


In my statement to the shareholders last 
year I drew attention to the great changes 
brought about by the war in the country’s 
economic life, and the year 1941 has but 
served to accentuate two of the main factors 
to which I then alluded. There has been an 
acceleration of the extraordinary war expen- 
diture of the nation and necessarily, there- 
fore, an increase in banking resources. 


WAR’S EVER-INCREASING DEMANDS 


With regard to the first of these factors, it 
is inevitable that war, in this scientific age, 
with its high degree of all forms of mechaniza- 
tion, must make ever-increasing demands 
upon the nation’s resources, and Government 
war expenditure is, after all, only one side 
of the triangle of man-power, machines, and 
money. The payment out of the Exchequer 
for the past 12 months to the end of December 
last was £4,654,000,000, and if we add to 
that the £4,011,000,000 expended for the 
16 months to the end of 1940 we arrive at 
the colossal figure of £8,665,000,000 to the 
end of 1941. 


It is of interest to note, by way of compari- 
son, that the total Votes of Credit for the last 
war, inclusive ot considerable loans to the 
Dominions and Allies, was approximately 
£8,400,000,000. This unprecedented war 
expenditure is the outstanding and all- 
pervading background against which financial 
and banking operations must be viewed in 
order to see them in their true perspective. 
The economic and social implications of such 
gigantic expenditure on war, not only in this 
country but all over the world, are of profound 
significance, and the problems raised thereby 
will demand the attention of the finest brains 
for many years to come. 


EXPANSION OF DEPOSITS 


Asa corollary to such expenditure there was 
an increase in the deposit liabilities of the 
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clearing banks, during the year to November 
last, of no less than £507,000,000, compared 
with an increase of {437,000,000 for the pre- 
vious 15 months. Increased resources created 
in war-time and by war expenditure should, 
and in fact must, be made available in one 
way or another to the Government, and 
towards the end of last year the Treasury 
authorized the issue of tax reserve certificates 
by subscriptions for which certain tax 
liabilities could be anticipated, thereby 
making immediately available to the Govern- 
ment money which would not otherwise be 
paid until the tax payments became due. 
These certificates carry interest at the rate 
of 1 per cent. per annum, free of income-tax 
and surtax. There are indications that a 
liberal use will be made of this facility, and, 
if this proves to be the case, then the growth 
of bank deposits will be correspondingly 
slowed down. 


The deposit liabilities of this bank at the 
end of the year show an increase of some 
{60,000,000, and certain alterations have 
taken place in our assets in consequence of 
this increase. Treasury deposit receipts at 
{109,500,000 show an increase of {59,500,000 
over the corresponding figure for last year, 
and this, of course, provides a high degree of 
liquidity, notwithstanding a diminution in 
our bill portfolio of £20,000,000. The 
liquidity items in the bank balance-sheet 
give a ratio to deposit liabilities of no less 
than 46.61 per cent. 


INTEREST-BEARING ASSETS 


The main interest-bearing assets, namely, 
advances and investments, which respectively 
exhibit ratios of 24.84 per cent. and 31.67 
per cent to deposit liabilities, have, during 
the year, changed places for the first time in 
banking history in their order of precedence. 
Hitherto the ratio of advances to deposit 
liabilities was always higher than that of 
investments. The rise in investments, 
common to the clearing bankers, has been 
perhaps the most interesting banking change 
during the year. The two forces which have 
operated to produce this result are :—(1) The 
subscription by the banks to Government 
war issues ; and (2) the decline in the demand 
for banking accommodation for purposes 
outside the war effort—a quite natural and 
healthy teature of the nation’s commercial 
and industrial life which must be geared to 
maximum war production, and, furthermore, 
evidencing the effort to prevent the develop- 
ment of unnecessary inflationary tendencies 


In the past year the increased resources 
obtained from an increase of {60,000,000 in 
deposits, together with a reduction of 
£18,000,000 in advances, viz., {78,000,000 
in all, have found employment in a net 
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increase in the liquidity resources of 
£42,000,000 and an increase in investments 
of £36,000,000. Similar alterations in distri- 
bution are common to all banking institutions. 


The ratio of liquidity items to total deposit 
liabilities has grown progressively over the 
past four years as follows :— 


1938... .. 32.22 per cent. 
1939. + 36.33 
1940... -. 43-16 
1941 re -. 46.61 


The corresponding reduction in the ratio of 
the two main earning assets of Advances 
and Investments has of necessity affected 
adversely our Profit and Loss Account; the 
change in our banking structure brought 
about by this alteration in distribution of 
assets has an important bearing upon the 
earning power of the bank. Net earnings 
are also adversely affected by material 
increases in costs and by increases in the rate 
of income tax and by National Defence 
Contribution 


PROFIT AND APPROPRIATIONS 


After providing for rebate and taxation, 
and appropriations to the credit of contin- 
gency accounts (out of which full provision 
for bad and doubtful debts has been made), 
the net profit for the past year amounts to 
£1,189,696—a shrinkage of £120,933, as 
compared with last year’s figures. This 
result may, in view of the heavy taxation, 
be considered satisfactory, and your directors 
have been enabled to declare dividends at 
the same rate as last year, viz., 18 per cent. 
on the £4 shares (£1 paid) and the maximum 
of 124 per cent. on the {1 shares (fully paid), 
while making the allocations, customary in 
recent years, of £300,000 to Officers’ Pension 
Fund and £100,000 in reduction of the bank 
premises account, at the same time recording 
a small increase of £12,734 in the carry 
forward to £563,863. 


As shareholders are aware, our foreign 
auxiliary, Westminster Foreign Bank Limited, 
has all its trading branches in Belgium and 
in France (in enemy or deemed enemy 
occupied territory) and I can add nothing 
to the statement which I made last year. 


The figures for our affiliate, the Ulster 
Bank Limited, are before you, and the 
profit for this year is £132,494, as against 
£134,616 for the previous year. The progress 
of this healthy business is considered quite 
satisfactory. 
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NATIONAL 
PROVINCIAL BANK 
LIMITED 


MR. COLIN F. CAMPBELL’S STATEMENT 


Frederick Campbell, Esq., relating to 

the accounts submitted to the rogth 
Annual General Meeting held at the Head 
Office, 15, Bishopsgate, London, E.C.2, on 
Thursday, 29th January, 1942 


Qbrederice by the Chairman, Colin 


During the year the numbers of our 
management and staff were further depleted 
by releases for military and other Govern- 
ment service. A total of 2,848 men, or 43 
per cent. of the pre-war male staff, were 
serving with the armed forces at the end of 
the year. We are indeed fortunate in the 
spirit in which those who carry on with 
varying responsibility the daily duties of 
serving our customers. In addition to what 
is often an exacting day's work at the bank, 
practically every member of the staff, male 
and female, has undertaken duty of national 
service, involving much of what would 
otherwise be leisure time. 


I would like also to pay a tribute to those 
on the public side of the counter—our cus- 
tomers. The difficulties in carrying on an 
efficient banking service which the war 
necessarily imposes upon us have been 
immensely lightened by the kindly under- 
standing of those we serve 


THE ACCOUNTS 

Before commenting on the accounts there 
s one more matter to which I attach great 
importance, to which I would like to allude. 
With the virtual disappearance of unemploy- 
ment among all sections of the public and 
the general, and in many cases very sub- 
stantial, rise in money incomes, the field 
open to banking activities has been greatly 
extended. I venture to think that there are 
many who are beginning to appreciate the 
services offered by the joint stock banks, 
which, in fact, are unsurpassed in any other 
country in the world. I have heard it said 
that banks exist principally for those who 
are assumed to be well off, but I take this 
opportunity of assuring those who perhaps 
have only recently been possessed of money 
incomes beyond their immediate needs that 


the banks will gladly undertake the safe 
custody of their holdings of cash, attend to 
their purchases of War Savings Certificates 
and in general offer them a complete banking 
service. 


The statement of accounts reveals a 
general expansion of figures, but alterations 
in individual items over the year have been 
mainly a continuation of trends with which 
I dealt a year ago. On the liabilities side 
of the balance-sheet deposits show a con- 
siderable increase of {85,000,000. The 
counterbalancing increase on the assets side 
is spread between cash, Treasury deposit 
receipts and investments, which show in- 
creases respectively of £9,000,000, {79,000,000 
and {£23,000,000. 


In ordinary peaceful circumstances expan- 
sion of bank figures may generally be regarded 
as a reflection of increasing industrial and 
trading prosperity. The case is very different 
in time of war, which must always be an 
impoverishing process. There is a tendency 
to forget this elementary fact and to interpret 
swollen figures as an indication of greater 
national prosperity. As far as banking is 
concerned I can assure you this is not the 
case. It is true, of course, that our gross 
revenue from Treasury deposit receipts and 
investments has shown a sharp rise, but this 
has been partly offset by reduced income from 
bills discounted, and particularly from our 
main source of revenue, viz., advances. Loss 
of income under these heads, together with 
the rising expense of supplies and overheads 
and the cost of the additional deposits, have, 
to a great extent, counterbalanced the 
increased income from our holdings of Govern- 
ment securities 


NET PROFIT AND DIVIDEND 

When all factors are taken into considera- 
tion, I think we may regard the results of 
the year’s work, which shows a net profit of 
£1,057,783 as satisfactory. After payment 
of dividend at the rate of 15 per cent. per 
annum and after allocations of £100,000 to 
bank premises account, £150,000 to pension 
fund, and a special {100,000 to war con- 
tingencies fund in view of the many uncertain 
factors with which we may be faced in con- 
sequence of the war, the amount carried 
forward is £543,113 


Although the rate of dividend declared is 
expressed as at the rate of 15 per cent. per 
annum on the paid-up capital of the bank, 
it should be realised that the shareholders’ 
interest in the bank is a much larger sum 
than this item. Were the dividend expressed 
in relation to the paid-up capital the reserve 
and internal funds accumulated in past years, 
the rate would be a very moderate one. 








